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RURAL ELECTRIFICATION AND TELEPHONE RE- 
VOLVING FUND SELF-SUFFICIENCY ACT OF 

1983 



TUESDAY, OCTOBER 4, 1983 

House of Representatives, 
Subcommittee on Conservation, Credit, 

AND Rural Development, 
Committee on Agriculture, 

Washington, D,C. 
The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
1302, Longworth House Office Building, Hon. Ed Jones of Tennes- 
see (chairman of the subcommittee) presiding. 

Present: Representatives Weaver, Bedell, English, Stenholm, 
Tallon, Durbin, Evans of Illinois, Coleman, Skeen, Morrison, and 
Gunderson. 

Also present: Representative de la Garza, chairman of the full 
committee. Representatives Penny and Stangeland of the full com- 
mittee and Representatives Ridge, Derrick, dinger, Bevill, and 
Tauzin. 

Staff present: Robert M. Bor, chief counsel; Robert T. Lowerre, 
associate counsel; John E. Hogan, minority counsel; Mark Dungan, 
minority associate counsel; Peggy L. Pecore, clerk; Robert A. Cash- 
dollar, James W. Johnson, Jr., Gerald W. Welcome, Bernard Bren- 
ner, and Davis A. Ebersole. 

OPENING STATEMENT OF HON. ED JONES, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TENNESSEE 

Mr. Jones of Tennessee. The Subcommittee on Conservation, 
Credit, and Rural Development will come to order. 

Before we begin to hear the first witness, I, as chairman of the 
subcommittee, have a statement I would like to make. I will also 
give the other members of the subcommittee a chance to make 
whatever statement they would like. 

Ladies and gentlemen, we are meeting today for the purpose of 
gathering testimony on H.R. 3050, the Rural Electrification and 
Telephone Revolving Fund Self-Sufficiency Act of 1983. As you all 
know, I introduced this legislation back in May, and as of today 
there are now 167 cosponsors in the House. 

H.R. 3050 is unlike most bills we consider in this committee in 
one very impnortant respect. It addresses a problem that everyone 
recognizes is in the making, yet we are attempting to deal with the 
problem before it becomes a crisis. I want to take this opportunity 
to go on record in noting my gratitude to both the electric and to 
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the telephone program borrowers and the Department of Agricul- 
ture for their foresight and for their sense of responsibility in be- 
ginning to address the depletion of the Revolving Fund before it 
takes everyone by surprise. 

By making some very fundamental changes in the financing pro- 
gram created under the Rural Electrification Act of 1936, H.R. 3050 
will insure the ability of America's rural electric and telephone 
systems to continue the job they set out to do nearly a half century 
ago: to provide adequate, reliable, and affordably priced electric 
and telephone service to the consumers of rural America. 

In basic terms, what we are attempting to accomplish through 
this bill is to provide long-term strength and stability to the Re- 
volving Fund. This Revolving Fund is the mechanism which Con- 
gress created in 1973 to serve as the source of capital for REA-in- 
sured loans to rural electric and telephone systems. 

Every major segment of the rural electric and telephone program 
has expressed support for the basic thrust of this legislation. While 
the bill does not solve every single problem and concern of the 
REA borrower community, it does, I believe, address in an ade- 
quate and forthright way the key issues which must be faced if 
rural America and the Nation as a whole are to continue to benefit 
from a strong rural electric and telephone program. 

A summary of H.R. 3050 has been placed at each Member's desk, 
and I will not go into detail about the bill's provisions at this time. 
We have a good many witnesses scheduled during these 2 days, and 
I can see we will need to move rapidly in order to hear everyone 
who wishes to testify. 

For the sake of time, I request that whenever possible, witnesses 
submit printed statements for the official hearing record and then 
briefly summarize your testimony. I can assure you that if you 
summarize, your entire statement will be reviewed, but we need to 
move along so there will be time to ask questions. We will also be 
under the 5-minute rule during questioning of witnesses, and if 
time permits we can go back to a second round of questioning. 

[H.R. 3050 and the report from U.S. Department of the Treasury 
follow:] 
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98th congress 
1st Session 



H. R. 3050 



To amend the Rural Electrification Act of 1936 to ensure the continued financial 
integrity of the Rural Electrification and Telephone Revolving Fund, and for 
other purposes. 



m THE HOUSE OF REPRESENTATIVES 

May 18, 1983 
Mr. Jones of Tennessee (for himself, Mr. CdLEMAN of Missouri, Mr. de la 
Gabza, Mr. Mablenee, Mr. Albosta, Mr. Alexander, Mr. Anthony, 
Mr. Barnard, Mr. Bedell, Mr. Bevill, Mr. Boner of Tennessee, Mr. 
BoNiOR of Michigan, Mr. Boucher, Mr. Breaux, Mr. Britt, Mr. Brown 
of California, Mr. Brown of Colorado, Mr. Broyhill, Mr. Cabr, Mr. 
Chappell, Mr. Clarke, Mr. Clay, Mr. Coelho, Mr. Cooper, Mr. Cor- 
coran, Mr. Daschle, Mr. Derrick, Mr. Duncan, Mr. 'Durbin, Mr. Em- 
erson, Mr. English, Mr. Evans of Illinois, Mr. Foley, Mr. Ford of Ten- 
nessee, Mr. FuQUA, Mr. Gaydos, Mr. Gephardt, Mr. Gingrich, Mr. 
Gore, Mr. Gundebson, Mr. Hance, Mr. Habkin, Mr. Habtnett, Mr. 
Hatcheb, Mr. Hefneb, Mr. Hightoweb, Mr. Hillis, Mr. Hubbabd, Mr. 
Huckaby, Mr. Jenkins, Mr. Jones of North Carolina, Ms. Kaptub, Mr. 
Kindness, Mr. Kolteb, Mr. Leach of Iowa, Mr. Leath of Texas, Mr. 
Lehman of Florida, Mrs. Lloyd, Mr. McCubdy, Mr. McHugh, Mr. 
McNuLTY, Mr. Madigan, Mr. Mollohan, Mr. Montgomeby, Mr. Mobbi- 
SON of Washington, Mr. Mubphy, Mr. Mubtha, Mr. Nichols, Mr. Obeb- 
STAB, Mr. Obtiz, Mr. Pease, Mr. Penny, Mr. Pebkins, Mr. Quillen, 
Mr. Rahall, Mr. Ratchfobd, Mr. Richabdson, Mr. Robebts, Mr. Roe, 
Mr. Rose, Mr. Rowland, Mr. Sabo, Mr. Sikobski, Mr. Simon, Mr. 
Skelton, Mr. Smith of Iowa, Mr. Spence, Mr. Spbatt, Mr. Stange- 
land, Mr. Stenholm, Mr. Sundquist, Mr. Tallon, Mr. Tauke, Mr. 
Tauzin, Mr. Taylob, Mr. Thomas of Georgia, Mr. Tbaxleb, Mr. Udall, 
Mr. Vandebgbipp, Mr. Vandeb Jagt, Mr. Vento, Mr. Volkmeb, Mr. 
Watkins, Mr. Weaveb, Mr. Webeb, Mr. Wheat, Mr. Whitley, Mr. 
Williams of Montana, Mr. Wilson, Mr. Winn, Mr. Wolpe, and Mr. 
Young of Missouri) introduced the following bill; which was referred to the 
Committee on Agriculture 
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A BILL 

To amend the Rural Electrification Act of 1936 to ensure the 
continued financial integrity of the Rural Electrification and 
Telephone Revolving Fund, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembledy 

3 That this Act may be cited as the "Rural Electrification and 

4 Telephone Revolving Fund Self-Sufficiency Act of 1983". 

5 Sec. 2. Section 201 of the Rural Electrification Act of 

6 1936 (7 U.S.C. 922) is amended by striking out the last two 

7 sentences and inserting in lieu thereof the following: "Loans 

8 under this section shall not be made unless the Administrator 

9 finds and certifies that, in the Administrator's judgment, the 

10 security therefor is reasonably adequate and such loan will be 

11 repaid within the time agreed.". 

12 Sec. 3. Section 203 of the Rural Electrification Act of 

13 1936 (7 U.S.C. 924) is amended to read as follows: 

14 "Sec. 203. (a) As used in this title, the term 'telephone 

15 service' shall be deemed to mean any communication service 

16 for the transmission of voice, data, sounds, signals, pictures, 

17 writing, or signs of all kinds by wire, fiber, radio, light, or 

18 other visual or electromagnetic means, and shall include all 

19 lines, facilities, or systems used in the rendition of such serv- 

20 ice; but shall not be deemed to mean message telegram serv- 

21 ice or community antenna television system services or 
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1 facilities other than those intended exclusively for educational 

2 purposes, or radio broadcasting services or facilities within 

3 the meaning of section 3(o) of the Conununications Act of 

4 1934, as amended. 

5 "(b) As used in this title, the term 'rural area' shall be 

6 deemed to mean any area of the United States not included 

7 within the boundaries of any incorporated or unincorporated 

8 city, village, or borough having a population in excess of two 

9 thousand five hundred inhabitants/'. 

10 Sec. 4. Section 302 of the Rural Electrification Act of 

11 1936 (7 U.S.C. 932) is amended by— 

12 (1) in subsection (a), inserting "shall be equity 

13 capital of the^fund" inmiediately after "Act"; 

14 (2) amending clause (2) of subsection (b) to read 

15 as follows: 

16 "(2) payment of principal and interest on loans to 

17 the Administrator from the Secretary of the Treasury 

18 under section 304(a) of this title and on certificates of 

19 beneficial ownership issued to the Secretary of the 

20 Treasiuy or in the private market under section 304(c) 

21 of this title;"; and 

22 (3) adding at the end thereof a new subsection (c) 

23 as follows: 

24 "(c) The Administrator shall maintain two separate ac- 

25 counts within the fund, to be known as the Electrification 

HRSOSO IH 
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4 

1 Account and the Telephone Account, respectively. The 

2 assets, liabilities, income, expenses, and equity of the fund 

3 described in section 301 of this Act and subsection (a) of this 

4 section that are attributable to the operations of the electric 

5 loan program shall be accounted for in the Electrification Ac- 

6 count and the assets, liabilities, income, expenses, and equity 

7 of the fund so described that are attributable to the oper^ 

8 ations of the telephone loan program shall be accounted for in 

9 the Telephone Account. The assets accounted for in the 

10 Electrification Account shall be available only for the pur- 

11 poses described in subsection (b) of this section relating to the 

12 operations of the electric loan program, and the assets ac- 

13 counted for in the Telephone Account shall be available only 

14 for the purposes described in subsection (b) of this section 

15 relating to the operations of the telephone loan program.". 

16 Sec. 5. Section 304 of the Rural Electrification Act of 

17 1936 (7 U.S.C. 934) is amended by adding a new sentence at 

18 the end of subsection (c) as follows: "Whenever the interest 

19 rate on any certificate of beneficial ownership that has a re- 

20 maining term of seven years or more and that is issued by the 

21 Administrator and purchased under this subsection exceeds 

22 the rate of interest applicable to other similar certificates 

23 then being purchased by one hundred basis points (1 per 

24 centum) or more, the Administrator is authorized to repur- 
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1 chase the certificate. Such repurchase shall be made without 

2 penalty.". 

3 Sec. 6. Section 305 of the Rural Electrification Act of 

4 1936 (7 U.S.C. 935) is amended by— 

5 (1) amending subsection (b) to read as follows: 

6 ''(b) Insured loans made under this title from each ac- 

7 count in the fund shall bear interest at a rate (hereinafter in 

8 this section referred to as the 'standard rate') that shall be 

9 established by the Administrator and adjusted thereafter from 

10 time to time, under rules and regulations to be promulgated 

11 within one hundred and twenty days after the effective date 

12 of the Rural Electrification and Telephone Revolving Fund 

13 Self-Sufficiency Act of 1983. Such rules and regulations shall 

14 provide that the standard rate for each account shall be that 

15 rate, not less than 5 per centimi per annimi, that would pro- 

16 duce, from loans (other than special rate loans) approved 

17 from that account during a given period, interest income 

18 equal to, but not greater than, the amount of anticipated in- 

19 terest expense on the account's obligations (interim notes, 

20 insured notes, and certificates of beneficial ownership) re- 

21 quired to be issued or sold during such period to cover loan 

22 advances and interest expenses: Providedy That the amount 

23 of such obligations to be issued or sold for such purposes shall 

24 be determined by deducting the sum of principal and interest 

25 receipts and any appropriation under subsection (c) of this 
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1 section from the sum of loan advances and interest expenses 

2 on outstanding obligations of the account during such period. 

3 The standard rate, as established by the Administrator, and 

4 any adjustment thereto shall be made having due regard for 

5 the objectives of this Act and shall be applicable only to loans 

6 made after the effective date of such establishment or adjust- 

7 ment. The Administrator may make insured loans to electric 

8 or telephone borrowers at a lesser interstate rate, but not less 

9 than 2 per centimi per annum nor more than a rate equal to 

10 one-half the standard rate (hereinafter in this section referred 

11 to as the 'special rate') if the Administrator Hnds, under 

12 guidelines to be established within one hundred and twenty 

13 days after the effective date of the Rural Electrification and 

14 Telephone Revolving Fund Self-Sufficiency Act of 1983, that 

15 the borrower — 

16 "(1)(A) charges rates exceeding twice the national 

17 average of rates charged by borrowers in the same 

18 program, or cannot provide service consistent with the 

19 objectives of this Act without charging rates (estab- 

20 lished in accordance with generally accepted manage- 

21 ment and accounting principles) so high as to create a 

22 substantial disparity between such rates and the rates 

23 charged for similar service in the same or nearby areas 

24 by other suppliers; or 



HRS060 IH 



Digitized by 



Google 



9 

7 

1 ''(B) has an average consumer density of two or 

2 fewer per mile of line; or 

3 "(G) has experienced financial losses attributable 

4 to storm damage, natural disasters, or other occur- 

5 rences beyond its control; or 

6 "(D) serves geographic areas having unusually 

7 low per capita income; and 

8 "(2) is experiencing financial or other hardship 

9 through extenuating circimistances. 

10 The rules and regulations promulgated under this subsection 

11 shall not take effect until (1) such rules and regulations have 

12 been transmitted to the Senate Committee on Agriculture, 

13 Nutrition, and Forestry and the House Conmiittee on Agri- 

14 culture and (2) the expiration of thirty calendar days of con- 

15 tinuous session of Congress after the date of such transmit- 

16 tal."; 

17 (2) redesignating subsection (c) as subsection (d), 

18 and in subsection (d), as so redesignated, striking out 

19 "; such loans shall be sold and insured by the Adminis- 

20 trator without undue delay"; and 

21 (3) inserting, after subsection (b), a new subsec- 

22 tion (c) as follows: 

23 "(c) The Secretary of Agriculture shall include in each 

24 annual supplemental budget estimate or request submitted to 

25 the President or the Office of Management and Budget, and 
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1 shall concurrently submit to the House Committee on Appro- 

2 priatiqns, the Senate Committee on Appropriations, the 

3 House Committee on Agriculture, and the Senate Committee 

4 on Agriculture, Nutrition, and Forestry, a request for the 

5 amount of funds determined by the Admmistrator to be nec- 

6 essary to replenish the fund for all actual and anticipated 

7 costs to the fund resulting from loans made at less than the 

8 standard rate during the preceding fiscal year.". 

9 Sec. 7. Section 306 of the Rural Electrification Act of 

10 1936 (7 U.S.C. 1936) is amended by— 

11 (1) inserting "(a)" immediately after the section 

12 designation; 

13 (2) striking out the first sentence and inserting in 

14 lieu thereof the following: "For the purposes of (1) en- 

15 couraging and assisting borrowers to develop and 

16 achieve the financial strength necessary to satisfy their 

17 credit needs from other sources and (2) improving the 

18 financial stability of borrowers, the Administrator, con- 

19 sistent with the objectives of this Act and in accord- 

20 ance with the rules and regulations to be promulgated 

21 under subsection (b) of this section, shall provide fiiian- 

22 cial assistance to borrowers for purposes provided in 

23 this Act and for purposes of providing refinancing as- 

24 sistance, by guaranteeing loans, in the full amount 

25 thereof, made by the Rural Telephone Bank, the Na- 
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1 tional Rural Utilities Cooperative Finance Corporation, 

2 and any other legally organized lending agency or 

3 lender approved by the Administrator, or by accommo- 

4 dating or subordinating liens or mortgages in the fund 

5 held by the Administrator as owner or as trustee or 

6 custodian for purchases of notes from the fund, or by 

7 any combination of such guarantee, accommodation, or 

8 subordination. The Administrator shall accommodate or 

9 subordinate hens or mortgages at the request of the 

10 borrower, notwithstanding any other provision of this 

11 Act, for any purpose that would enhance the financial 

12 strength or revenue of the borrower or improve the ef- 

13 ficiency, effectiveness, or financial stability of the bor- 

14 rower, upon a finding that the borrower has, or will 

15 have, the ability to repay its existing and proposed in- 

16 debtedness."; 

17 (3) striking out the penultimate sentence and in- 

18 serting in lieu thereof the following: "As used in this 

19 title, a guaranteed loan is one that is initially made or 

20 refinanced, held, and serviced by a legally organized 

21 lending agency or lender approved by the Administra- 

22 tor and that is guaranteed by the Administrator here- 

23 under."; and 

24 (4) adding at the end thereof new subsections (b) 

25 and (c) as follows: 

HRSOSO m 
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1 **(b) Not later than ninety days after the effective date of 

2 the Rural Electrification and Telephone Revolving Fund 

3 Self-Sufficiency Act of 1983, the Administrator shall promul- 

4 gate rules and regulations for the guarantee of loans and the 

5 accommodation and subordination of liens or mortgages, as 

6 provided in subsection (a) of this section. The rules and regu- 

7 lations promulgated under this subsection shall not take effect 

8 until (1) such rules and regulations have been transmitted to 

9 the Senate Committee on Agriculture, Nutrition, and Forest- 

10 ry and the House Committee on Agriculture and (2) the expi- 

11 ration of thirty calendar days of continuous session of Con- 

12 gress after the date of such transmittal. 

13 "(c) Whenever the interest rate on any advance under a 

14 loan that has a remaining term of seven years or more and 

15 that is guaranteed by the Administrator and made by a 

16 lender under this section exceeds the rate of interest applica- 

17 ble on other similar new advances then being made or pur- 

18 chased by one hundred basis points (1 per centum) or more, 

19 the lender is authorized, upon the request of the borrower, to 

20 adjust the interest rate on such advance, without penalty , to 

21 the interest rate than applicable to other similar new ad- 

22 vances then being made or purchased by the lender: Pro- 

23 mdedy That no interest rate on such advance shall be read- 

24 justed at intervals of less than seven years.". 
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1 Sec. 8. Section 307 of the Rural Electrification Act of 

2 1936 (7 U.S.C. 937) is amended by inserting before the 

3 period at the end thereof a colon and a proviso as follows: 

4 ''Promdedy That in any fiscal year for which the minimum 

5 loan level, as established by law, is less than $1,000,000,000 

6 for insured loans for rural electrification, rural electrification 

7 borrowers shall obtain concurrent supplemental financing in 

8 accordance with the applicable criteria and ratios in effect for 

9 fiscal year 1983 under Public Law 97-370, 96 Stat. 1801, 

10 enacted December 18, 1982". 

11 Sec. 9. Section 406(a) of the Rural Electrification Act 

12 of 1936 (7 U.S.C. 946(a)) is amended by striking out "but 

13 not later than fiscal year 1991'' in the second sentence. 

14 Sec. 10. Section 408 of the Rural Electrification Act of 

15 1936 (7 U.S.C. 948) is amended by— 

16 (1) striking out everything in the first sentence of 

17 subsection (a) after "class C stock" down through the 

18 end of the sentence and inserting in lieu thereof a 

19 period; 

20 (2) in paragraph (4) of subsection (b), adding "and 

21 income taxes" after "before interest", and striking out 

22 "higher" and inserting in lieu thereof "other"; and 

23 (3) striking out paragraph (5) of subsection (b) in 

24 its entirety and redesignating paragraphs (6) and (7) of 

25 subsection (b) as paragraphs (5) and (6), respectively. 
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1 Sec. 11. Section 410 of the Rural Electrification Act of 

2 1936 (7 U.S.C. 950) is amended by striking out subsection 

3 (b) in its entirety and by redesignating subsection (c) as sub- 

4 section (b). 

5 Sec. 12. This Act shall become effective on the date of 

6 enactment: Providedy That during the period between the ef- 

7 fective date of this Act and the effective date of the rules and 

8 regulations required to be promulgated under section 305(b) 

9 of the Rural Electrification Act of 1936, as amended herein, 

10 the Administrator of the Rural Electrification Administration 

1 1 shall continue to make insured loans under the Rural Electri- 

12 fication Act of 1936 at the interest rates specified in section 

13 305(b) prior to its amendment by this Act. 

O 



HR 3050 IH 



Digitized by 



Google 




15 



DEPARTMENT OF THE TREASURY 

OFFICE OF THE GENERAU COUNSEL 
WASHINGTON. D.C. 20220 

October 4, 1983 

Dear Mr. Chairman: 

The Department would like to take this opportunity to 
comment on H.R. 3050 r the "Rural Electrification and Telephone 
Revolving Fund Self-Suf f iciency Act of 1983", which has been 
referred to your Committee. The Department strongly opposes 
enactment of H.R. 3050. It would add to the billions of Federal 
dollars already granted under existing subsidy programs to rural 
electric cooperatives. The further large increases proposed 
under H.R. 3050 are not justified. The Department's comments 
on specific provisions of the bill are detailed below. 

Under existing law, the REA direct loan program is financed 
by (1) $7.9 billion of borrowings from Treasury which were out- 
standing when the Rural Electric and Telephone Revolving Fund was 
established in 1973 (the 1973 legislation repealed the require- 
ment for the payment of interest to Treasury on this borrowing), 

(2) the sale to the Federal Financing Bank of certificates of 
beneficial ownership (CBOs) in the portfolio of direct loans, 

(3) authorized appropriations, and (4) authority to borrow from 
Treasury at current Treasury borrowing costs. 

Section 4 of the bill would repeal the requirement for 
repayment of the $7.9 billion of borrowings from Treasury. The 
Department is not aware of any justification for the proposed 
cancellation of REA debt. While debt cancellation could be 
justified to the extent of realized loan losses, this justifica- 
tion is absent in the case of the REA program. Moreover, since 
this additional $7.9 billion of financing for the program would 
be provided outside of the budget/appropriations process, it 
would constitute backdoor financing. Accordingly, the Department 
is opposed to section 4. 

Section 5 would authorize the Administrator to repurchase 
without penalty CBOs sold to the FFB whenever the interest rate 
on an outstanding CEO is at least 100 basis f>oints higher than 
the. current FFB rate. Thus, in a period of declining market 
interest rates, the Administrator could continuously refund the 
entire portfolio of some $3.3 billion of CBOs at successively 
lower interest rates and then simply wait out any periods of 
rising market rates. This proposal would provide substantial 
benefits to the fund at the expense of the FFB anxa the Treasury. 
Accordingly, the Department is opposed to section 5. 
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Section 7 would provide a similar rollover privilege for 
guaranteed borrowers from the Federal Financing Bank except that 
such rollovers could only occur every 7 years. That is, if the 
current FFB lending rate were at least 1 percentage point below 
the rate on an outstanding guaranteed loan, the borrower could 
request that the loan be refinanced without penalty at the current 
FFB rate. This proposal suffers from the same criticism as the 
proposal to refinance CBOs discussed above. FFB and REA have 
agreed in principle to permit REA-guaranteed borrowers to fund 
projects with rollovers of short-term debt during the up to 
35-year period when an advance is outstanding. The contractual 
terms, which are now being worked out between FFB and REA, would 
be more flexible than the legislative language proposed in section 
7 of the bill and would recognize the rights and obligations of 
all of the parties to the guaranteed loan contract. 

Under existing law, REA makes direct loans at 5 percent 
(the standard rate) and at 2 percent (the special rate). Section 6 
would amend existing law to authorize the Administrator, fron\ time 
to time, to establish the interest rate for new loans made during a 
given period so that the interest income from new loans just covers 
the Administrator's anticipated interest expense on new borrowings 
during that period. Standard loans would bear interest at the rate 
so determined, but not less than 5 percent. Special loans would 
bear interest at not less than 2 percent nor more than one-half 
the standard loah rate. We understand that the effect of section 6 
would be to increase the standard loan rate to about 6 percent. 

Experience with Federal credit programs demonstrates that 
fixed interest rates, such as the 5 percent and 2 percent rates 
prescribed in the REA statute, produce perverse and unintended 
variations in interest rate subsidies as market rates of interest 
vary. This results in inequities among borrowers using the program 
at different times and in extraordinary demands for Federal loans 
at times of highest market rates of interest, which are also likely 
to be the times of greatest inflationary pressures and need for 
budgetary restraint. For example, at the current cost of long-term 
Treasury borrowing of about 12 percent, the cost of making a typical 
35-year loan at 5 percent in the amount of $3 million is the same 
as the cost of providing an outright grant of $1.5 million and 
requiring the remaining $1.5 million to be paid with interest at 
12 percent. Yet in 1973, when the 5 percent rate was established 
for the REA program, the Treasury's long-term borrowing rate was 
only about 7 percent, so the cost to the Government, and the subsidy 
to new borrowers, has risen substantially over the past decade 
because of the increase in market rates of interest rather than an 
increase in the need for the subsidy. The Department, therefore, 
opposes interest subsidies of this nature. 
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The Treasury has long maintained that the benchmark interest 
rate for Federal lending programs should be the current cost of 
Treasury borrowing for a period comparable to the maturity of the 
loan. The essence of the argument is that while the Treasury does 
not enter the market to borrow a specific amount for a specific 
maturity to finance a loan in that amount at that maturity, it is 
compelled to have a comparably greater amount of debt outstanding 
over the life of the loan Thus, the best measure of the cost 
of the loan is the current inarket borrowing cost for comparable 
maturities. Any interest rate subsidies deemed necessary should 
be provided at a fixed spread below the Treasury borrowing rate. 
Under this approach, the interest rate subsidy is explicit. 
Accordingly, the Department is opposed to section 6 of the 
bill. 

Under existing law, the REA Administrator is authorized, but 
not required, to guarantee loans to rural electric and telephone 
borrowers and to subordinate direct loans to other financing 
obtained by such borrowers. Section 7 of the bill would amend 
existing law to require the Administrator to guarantee such loans 
and to subordinate REA direct loans at the request of the borrower. 
Such subordination would substantially increase the Government's 
risk. Also, since eligible borrowers include States and municipal- 
ities, the guarantee and/or subordination of the aforementioned 
loans would result in the Federal guarantee of tax-exempt obliga- 
tions. 

The Administration is strongly 6pf>osed to Federal guarantees 
of tax-exempt obligations. Placing the credit of the United States 
behind a tax-exempt obligation creates a security that is superior 
to direct obligations issued by the U.S. Treasury and is contrary 
to the spirit of the Public Debt Act of 1941, which prohibits direct 
issuance by Federal agencies of obligations the interest on which 
is exempt from Federal income taxation. Federal guarantees of tax- 
exempts also have adverse effects on the municipal market, because 
they create securities which are superior to all other tax-exempt 
securities issued by State and local entities. Consequently, such 
guarantees add to the pressures on the municipal bond market, crowd 
out other, less creditworthy municipa botrowers, and increase the 
borrowing costs of all municipal borrowers A guararitee of a 
tax-exempt obligation is an ineffic ent means of Federal financing 
because the revenue loss to the Treasury greatly exceeds the inter- 
est benefits to the borrower of the tax exemption. Since 1970, 
Congress has enacted at least 24 statutes which preclude Federal 
guarantees of tax-exempts and in many cases authorize more effi- 
cient means of providing Federal credit assistance to the affected 
borrowers. As indicated in the enclosed list, these statutes affect 
virtually every sector of the economy — agriculture, community 
facilities, education, energy, housing, rural business and economic 
development, and transportation. Accordingly, the Department is 
opposed to section 7 of the bill. 
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The rural electric cooperatives have benefitted from a 
wide range of subsidies, including subsidized direct loans and 
100 percent loan guarantees, tax-exempt status, retention of 
essentially tax-exempt status while taking advantage of tax 
incentives (e.g.. Safe Harbor leasing) available to fully tax- 
able entities, tax-exempt municipal bonds for f>ollution control 
equipment, and preferential access to low cost Federal power. 
No justification for the large increases in subsidies and U.S. 
Government risk proposed by the bill has, however, been provided. 
Thus, no further subsidies are warranted. We, therefore, strongly 
urge the Committee to reject this legislation. 

The Office of Management and Budget has advised that there 
is no objection to the submission of this report to your Committee, 
and that enactment of H.R. 3050 in its present form would not be 
in accord with the President's program. 

Sincerely, 



The Honorable 
E de la Garza, Chairman 
Committee on Agriculture 
House of Representatives 
VJashington, D.C. 20515 




J^ 




rgnn^ Miirmm .^ 
General Counsel 
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Statutes v^ch preclude Fedteral guarantees of 
tax-exenpt obligations 

1. Loans for modernization and construction of hospitals and 
other medical facilities; P.L. 91-296, Jiine 30, 1970, 

42 U.S.C. 291j-7(e). 1/2/3/ 

2. New Community debentures; P.L. 91-609, December 31, 1970, 
42 U.S.C. 4514. 2/3/ 

3. Water and waste facility loans sold out of the Agricultural 
Credit Insurance Fund; P.L. 91-617, December 31, 1970, 7 U.S.C. 
1926(a)(1). 2/3/ 

4. Farm Credit Administration member institution guarantees; 
P.L. 92-181, December 10, 1971, 12 U.S.C. 2204. 

5. Academic facilities loan insurance, P.L. 92-318, June 23, 1972, 
20 U.S.C. 1132C-5. 

6. Washington Metropolitan Area Transit Authority obligations; 
P.L. 92-349, July 13, 1972, D.C. Code 1-1441 note, 2/3/ 

7. Loans sold out of the Rural Development Insurance Fxind; 
P.L. 92-419, August 30, 1972, 7 U.S.C. 1929a(h). 2/ 

8. Vocational rehabilitation facilities nortgages; P.L. 93-112, 
September 26, 1973, 29 U.S.C. 773(c). 

9. National Railroad Passenger Corporation guaranteed obligations; 
P.L. 93-146, November 3, 1973, 45 U.S.C. 602(g). 

10. Loan guarantees for initial operating costs of health 
maintenance organizations; P.L. 93-222, December 29, 1973, 
42 U.S.C. 300e-(c) (3). 2/ 

11. Loan guarantees to assist the economic development of Indians 
and Indian organizations; P.L. 93-262, April 12, 1974, 25 U.S.C. 
1451. 

12. State housing finance and State development agency obligations; 
section 802 of P.L. 93-383, August 22, 1974, 42 U.S.C. 1440. 
2/3/ 
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13. Guarantees of obligations issued by coastal State and 
local governments to finance projects associated with the 
development of Outer Continental Shelf energy resources; 
section 7 of P.L. 94-370, July 26, 1976, 16 U.S.C. 1456a. 2/1/ 

14. Guarantees of Virgin Islands Bonds; P.L. 94-392, August 19, 1976, 
48 U.S.C. 1574b. 2/ 

15. Loan guarantee program for acquisition of property 

(urban renewal) ; section 108 of P.L. 93-383 as amended by 
P.L. 95-128, October 12, 1977, 42 U.S.C. 5308. 2/3/ 

16. Guarantees of obligations issued by State and local 
governments to finance essential community development and 
planning occasioned by Federally assisted alternative fuel 
demonstration facilities; section 19 (k) of the Federal 
Nonnuclear Energy Research and Development Act of 1974, 

as added by section 207(b) of P.L. 95-238, Feb. 25, 1978, 
42 U.S.C. 5919. 2/3/ 

17. Guarantees for startup and construction costs of municipal 

or industrial waste treatment and synthetic fuels demonstration 
facilities; section 19 (y) of the Federal Nonnuclear Energy 
Research and Development Act of 1974, as added by P.L. 95-238, 
Feb. 25, 1978, 42 U.S.C. 5919. 2/3/ 

18. New York City loan guarantees; section 103 of the Internal 
Revenue Code of 1954, as amended by section 201 of 

P.L. 95-339, August 8. 1978, 26 U.S.C. 103. 2/ 

19. Loan guarantees of the National Consumer Cooperative Bank; 
section 108(c) of P.L. 95-351, August 20, 1978. 12 U.S.C. 3018. 

20. Guarantees of combination financing for hospitals and 
guarantees of combination refinancing for multifamily 
housing projects; section 242 of the National Housing Act, 
as amended by section 315 of P.L. 96-153, December 21, 1979, 
12 U.S.C. 17152-7. 

21. Loan guarantees to assist the Chrysler Corporation; 
section 11 of P.L. 96-185, January 7, 1980, 15 U.S.C. 1870. 
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22. Revenue bonds guaranteed or otherwise secured by the United 
States Synthetic Fuels Corporation; section 155 of P.L. 96-294, 
June 30, 1980, 42 U.S.C. 8755. 2/1/ 

23. Loan 
section 



guarantees for municipal waste energy projects; 

on 233 of P.L. 96-294, June 30, 1980, 42 U.S.C. 8833. 2/i/ 



24. Guarantees of obligations issued to finance ocean thermal 

energy facilities; section 1110 of the Merchant Marine Act, 
1936, as added by section 203 of P.L. 96-320, August 3, 1980, 
46 U.S.C. 1279c. 2/ 



1/ Superseded by P.L. 93-641, January 4, 1975, 42 U.S.C. 300q. 
2/ Statutes which authorize guarantees of taxable municipal 

obligations. 
3/ Statutes which authorize interest subsidies on guaranteed 

taxable municipals. 



Digitized by 



Google 



22 

Mr. Jones of Tennessee. Our witnesses for this morning's session 
will be several Members of Congress, the Governor of North 
Dakota, and representatives from the Department of Agriculture. 
Again, for the sake of time I would hope that we can forego ques- 
tioning the Members of Congress at this time, since they are 
always available to us, and instead communicate with them in 
writing if we have any foUowup questions about their testimony. 

Now I would like to ask if there is any member of the subcom- 
mittee who desires recognition at this time for the purpose of 
making any sort of a statement. 

Mr. English. 

OPENING STATEMENT OF HON. GLENN ENGLISH, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF OKLAHOMA 

Mr. English. Thank you very much, Mr. Chairman. 

I think you have pointed out very clearly the significance of 
these hearings, and perhaps it would be helpful to underscore once 
again what I consider to be the real significance of what we are 
undertaking. What we are looking at is the real question as to 
whether or not the philosophy in which the Rural Electrification 
Act of 1936 was passed is going to continue, or whether that is 
going to change. 

We have seen the Government in recent years take some major 
steps that have increased the burdens on rural people. One of 
course, is the requirement of Federal law that many of our old gas- 
fired generating plants convert to coal. 

I know in my own State of Oklahoma I recently heard stories — I 
suppose you could say horror tales — with regard to elderly people 
who were living either on farms or in small communities served by 
rural electric cooperatives who used no air conditioning whatsoever 
and simply had a simple fan, and were experiencing electric rates 
at $300 and $400 per month. 

The subcommittee which I chair in Government Operations re- 
cently completed hearings on the access charges that will be imple- 
mented by the Federal Communications Commission the first of 
the year, in which we heard that rural rates for telephone service 
will increase by 200 percent and more. 

I think all of this indicates that the Government itself is increas- 
ing the cost of service to rural communities, both for telephone 
service and for electric service. The question now is whether we 
will take additional steps to further increase that burden, which 
brings about the real question of whether we will continue to have 
universal telephone service and whether we will have many of our 
rural communities, particularly the elderly people living in rural 
areas, unable to afford electric service. 

Therefore, Mr. Chairman, I think these hearings are extremely 
valuable and very important, and I certainly commend you for 
holding them. 

Mr. Jones of Tennessee. Thank you very much, Mr. English. We 
do appreciate your statement. 

I do want to insist that the members of the subcommittee attend 
the hearings as much as is possible. I know there are times when 
everyone cannot be here. 
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Now I yield to the ranking minority member of the subcommit- 
tee, Tom Coleman. 

OPENING STATEMENT OF HON. E. THOMAS COLEMAN, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF MISSOURI 

Mr. Coleman. Mr. Chairman, I will be brief because we do have 
a lot of business before the committee this morning. We certainly 
are looking forward to the testimony. 

I think that it is true that while we are talking about rural 
America today, and its telephone and its electric service, we are in 
fact talking about the future direction of rural America in general 
and the question as to whether or not the programs which were 
passed many years ago are to be abandoned in the 1980's, or are we 
going to be able to take a look at them and see if we cannot contin- 
ue them under better features and formats. 

The question goes to the heart, I think, of the existence of our 
farmers that we try to represent on this committee, the people who 
live in small towns throughout this Nation. I certainly hope that 
something constructive will come out of these hearings and the bill 
that we have introduced. I look forward to working with everyone 
involved in order to insure that rural America will continue to be 
served as well as it has been in the past. Let's face it: Thanks to 
the co-ops and the telephone companies, rural life has been made a 
lot better and a lot easier and certainly more efficient over the 
years. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Mr. Coleman, for 
those fine remarks. 

Now to Mr. Stenholm. 

OPENING STATE OF HON. CHARLES W. STENHOLM, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Stenholm. Thank you, Mr. Chairman. 

I have a prepared statement that I would like to put into the 
record and just briefly make a couple of points. 

As a manager of a rural electric cooperative for dVz years, I be- 
lieve that H.R. 3050 is the fiscally responsible way for this country 
to insure a sound Revolving Fund but, more importantly, a sound 
rural electric program. The basic question that this subcommittee 
and this committee and the Congress are going to have to answer 
is whether we want to continue a policy of area coverage at 
afforadable rates. 

That is the basic question that we have to answer. If the answer 
is no, then there is no point in H.R. 3050, but if the answer is yes, 
then I think that as we get more into the details of H.R. 3050 and 
the tremendous amount of work that has gone into this piece of 
legislation by the rural electric cooperatives of this country, that 
more and more we will begin to see that this is the fiscally respon- 
sible way to address the problem of the future of rural electrifica- 
tion. 

I think that, given the problem of deficits that we have today 
and the problem of expenditures and the tremendous pressures on 
the budget, more and more we will see that by providing for a re- 
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volving fund with a cap, so to speak, on the total amount of com- 
mitment, and putting the responsibility on the rural electric coop- 
eratives not only to devise a program today, but also to devise one 
that will be just as good 10, 15, or 20 years from now, is going to be 
the way to go. 

I thank the chairman for his efforts to bring this to these hear- 
ings today. 

[The prepared statement of Mr. Stenholm follows:] 
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STATEMENT OF 
HONORABLE CHARLES W. STENHOLM 

Mr. Chairman, I commend you for holding hearings on H.R. 3050, the Rural 
Electrification and Telephone Revolving Fund Self-Sufflclency Act of 1983. 
I am pleased to be one of many co-sponsors of this legislation, and I hope 
It will move speedily through our subconmlttee and the full committee. 

I managed a rural electric cooperative for nine and a half yeary, so I 
have been aware of the problems our rural electric system has for some time. 
I believe H.R. 3050 Is a fiscally responsible and far-sighted plan to ensure 
the future stability of the REA Revolving Fund and provide continued reliable 
and affordable electric and telephone service to rural America. 

As Congress considers the problems of rural electrification, we need to 
keep In mind a basic philosophic question: Do we, as a nation, want to ensure 
affordable area coverage for our rural areas? If we do not, then everything else 
Is moot. But If we do — and that has been the will of Congress for nearly 
half a century, and the current Administration has not disputed It at least In 
concept — then something very much like H.R. 3050 will be necessary. There 
nay be Improvements that can be made In this bill, but to reject It out of hand 
as some have done Is not responsible. 

I have been In Congress only a little over four years, but I cannot remember 
very many Interest groups which have come to me and said: Please raise the 
interest rate we pay the federal government. Yet that Is precisely what the 
rural electric cooperatives are asking. They have very wisely decided that It 
does not make much sense to depend on annual appropriations — either fiscal sense 
or, frankly, political sense. It makes a great deal more sense to strengthen the 
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Charles W. Stenholm 

integrity of the Revolving Fund itself, as H.R. 3050 does. 

I want to clear up one point about the interest rates rural electric coop- 
eratives pay. A statutory rate of 5 percent does not mean an effective rate of 
5 percent, because a portion — usually 30 percent — of a co-op's borrowings 
are made at a higher market rate. Thus, for example, if H.R. 3050 had been the 
law during the period 1980 through 1982, the effective rate paid by co-ops would 
have varied between 8.5 and 9.0 percent. H.R. 3050, of course, would raise 
even the REA insured rate above its present 5 percent — but my point is that 
the effective rate is higher than that, under either current law or the 
proposed changes. 

Some propose that REA's interest rates should be based on the cost of 
borrowing to the Treasury. Under the new formulas, the effective rate that the 
co-ops end up paying will approach this level, but it is not really necessary 
to peg it there to ensure the soundness of the Revolving Fund. 

In summary, Mr. Chairman, I have to ask my colleagues: How many interest 
groups have come to you and asked you to raise their interest costs? I can't 
think of many. I believe the electric cooperatives have taken the course of 
fiscal responsibility, and I applaud the work of our chairman and others who 
want to chart a sound course for the future. 
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Mr. Jones of Tennessee. Thank you very much, Mr. Stenholm. 
Without objection, your entire statement will be made a part of 
the record, and we do appreciate the fact that you are filing it. 
Now Mr. Skeen is recognized. 

OPENING STATEMENT OF HON. JOE SKEEN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW MEXICO 

Mr. Skeen. -Thank you, Mr. Chairman. I am not going to take 
much time because I do want to get into the hearings, just as you 
do. 

It is important to understand, however, what has happened with 
some of the programs that were initiated in the thirties. As one 
who still lives in a very rural community, became a member of an 
REA co-op in 1955 and prior to that time had been generating my 
own electricity, I am probably the last Member of Congress to be 
furnished telephone service — which was 1 year ago on my birthday, 
June 30, 1 year ago. 

However, it is apparent to me that programs don't stay as you 
initiate them. Things change. The financial and economic situation 
in the United States has changed drastically, and I think that 
along with that change, it requires some innovation, even legisla- 
tive innovation. I think that is what we are trying to approach, Mr. 
Chairman. 

I do commend you on the approach and understanding that we 
do have to change our view of the programs that we designed and 
inaugurated some years ago. They worked very well. We want 
them to continue working well. We want to continue providing that 
kind of service for Americans, particularly those agricultural 
Americans. 

Therefore, once again I commend you, and am very much inter- 
ested in getting on with the hearings. 

Mr. Jones of Tennessee. Thank you very much, Mr. Skeen, for 
your statement and for your cooperation. 

Now I am going to pass over Mr. Tallon, because he has a wit- 
ness he wants to say something about in just a moment, and recog- 
nize Mr. Morrison. 

OPENING STATEMENT OF HON. SID MORRISON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF WASHINGTON 

Mr. Morrison. Thank you, Mr. Chairman. 

This is a very important issue for my rural area, which is over 
half of the geography of the State of Washington, and I am eager 
to get on with the hearings. 

Mr. Jones of Tennessee. Thank you very much, Sid. 

Mr. de la Garza, would you like to be recognized at this time? I 
know your time is of essence. 

OPENING STATEMENT OF HON. E (KIKA) de la GARZA, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

The Chairman. Thank you, Mr. Chairman. 

Like the rest of my colleagues, I will submit a prepared state- 
ment for the record. I do support this legislation for one very 
simple reason: A half-day drive through any section of my congres- 
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sional district will convince anyone of what REA has done and still 
needs to do, and why we should continue it. 

If you have no objection, I would submit a statement for the 
record. 

[The prepared statement of Mr. de la Garza follows:] 
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STATEMENT OF THE HON. E DE LA GARZA 
BEFORE THE HOUSE COMMITTEE ON AGRICULTURE 
SUBCOMMITTEE ON CONSERVTION, CREDIT AND RURAL DEVELOPMENT 

HEARINGS ON H.R. 3050 

THE RURAL ELECTRIFICATION AND TELEPHONE REVOLVING FUND 

SELF-SUFFICIENCY ACT OF 1983 

Mr. Chairman and Members of the Subcommittee, I appreciate 
the opportunity to join you today in offering my views and 
support for H.R. 3050, the Rural Electrification and Telephone 
Revolving Fund Self-Suf ficiency Act of 1983. I believe this 
legislation clearly reflects the strong bipartisan Congressional 
support the REA program still enjoys after nearly 50 years of 
service to America. 

I will not take this time to go point-by-point through this 
legislation as I am sure the issues will be adequately addressed 
by the many witnesses who will be appearing before you in the 
next two days. Rather, I would like to focus my comments on what 
I regard to be the major issue to be resolved through this 
legislation, that is, what should the level of public investment 
be in rural America? 

One of the most pressing publicly debated issues in rural 
America today is the question of the availability and cost of 
investment capital, whether public or private, and how best to 
supply and allocate this limited capital. I submit that this 
legislation is an outgrowth of that public debate and it will 
give the Congress the opportunity to debate and choose how best 
to allocate public resources for the well-being of all Americans. 

Certainly one could argue that the public investment in 
programs like REA, the interstate highway system and water and 
sewer assistance has benefitted rural America. These scime 
investments have benefitted all Americans whether through better 
transportation of agricultural products to urban retail centers, 
or lower on-farm energy cost which translate to lower food costs. 
The simple truth of the matter is that public investment that we 
as a Nation have deemed appropriate, has paid dividends to all. 
The question we then face is whether we should continue to 
support the basic REA programs that have served rural areas so 
well in the past. 

Rural electric and telephone cooperatives by and large serve 
thinly populated territories where investor owned utilities could 
not or would not serve in the past. They have brought needed 
utility services to their rural constituencies regardless of 
cost. Electric cooperatives have built and maintained 50 percent 
of the nation's electric lines, yet they account for less than 10 
percent of the total electric sales. The average electric 
cooperative's revenue per mile is about 8 percent of that enjoyed 
by the average power company, and their consumer density is just 
13 percent of a typical investor-owned utility. The rural 
electric cooperative average investment per cons\imer is 126 
percent of investor-owned utilities. To require these rural 
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entities to acquire a much larger share of their total investment 
needs through the private money market would not only serve to 
diminish the economic viability of their system, but it would 
undoubtedly force most of the small cooperatives into a situation 
where it would be impossible for them to borrow at any cost due 
to lack of repayment adsility. Are we willing to risk the public 
investment already made to these entities in order to be able to 
say we have saved a few Federal dollars? I must question the 
advisability of such a policy especially where the impact would 
be so severe to most of our agricultural producers and to those 
individuals who service the agricultural sector located in rural 
America. 

Rural telephone cooperatives are also faced with great 
uncertainty in view of the pending breakup of the AT&T network. 
Now more than ever before our rural telephone cooperatives must 
be financially strong to meet the challenges of the future. The 
investment that the cooperatives will have to make in order to 
remain competitive and provide adequate telecommunication 
services to their rural constituencies will be enormous. The 
access to credit for these institutions should be protected and 
in my opinion that is exactly what we will be doing through this 
legislation. The viability of the REA Revolving Fund as a source 
of investment capital is essential to the rural electric and 
telephone cooperatives. The mere fact that the cooperatives have 
come to us and asked for changes in the law which will have the 
effect of adding additional cost to their progreuns and which they 
must bear themselves suggests to me a willingness to shoulder a 
greater financial responsibility in providing adequate energy 
sources and communication needs in rural areas which directly or 
indirectly provide benefits to all Americans. 

Finally let me say that if this legislation is viewed simply 
as another government "bailout" the generalization is a gross 
misrepresentation of the real issue. This legislation seeks to 
answer the question of what level of public investment should be 
made in rural America and whether that investment will bring 
benefits which will accure to all Americans? I am confident that 
this legislation is a good investment for all Americans to make 
and I urge you to support it fully. 
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Mr. Jones of Tennessee. Thank you very much, Mr. Chairman. 
We appreciate your presence, and hope that you can be with us 
part of the time, if not all of the time. Without objection, your 
statement will become a part of the record and will be given due 
consideration. 

This morning we are going to change the witness list just slight- 
ly. Mr. Ridge, I am going to have to apologize to you because Mr. 
Derrick is a member of the Rules Committee, which is a very im- 
portant committee around here. They are fixing to meet or are 
meeting now. I am going to recognize Butler Derrick, who is No. 2 
on the list this morning, so he can get on with the business of the 
Rules Committee, if you don't mind. 

Mr. Ridge. Not at all. 

Mr. Jones of Tennessee. Therefore, I am going to yield to Robert 
Tallon for a word about Butler Derrick. 

Robert. 

Mr. Tallon. Thank you, Mr. Chairman. 

It is just a real honor and pleasure for me to welcome our distin- 
guished colleague from South Carolina, Mr. Butler Derrick, here 
today. I particularly owe a debt of gratitude to Butler. He is the 
senior Democrat of our South Carolina House delegation. He 
shared his insight and knowledge with me, and really helped me 
learn the political process here in Washington. 

Butler, we are very grateful for your assistance. I thank you for 
being here today, and I thank you for your friendship. 

STATEMENT OF HON. BUTLER DERRICK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH CAROLINA 

Mr. Derrick. Thank you, Robin. I am delighted to be here. 

I have a statement. I ask unanimous consent that it be included 
in the record. 

I am so very appreciative, Mr. Chairman, of the opportunity to 
be here today to appear before you and your colleagues on the Sub- 
committee on Conservation, Credit, and Rural Development, on a 
piece of legislation which is of vital importance to rural America, 
H.R. 3050, the Rural Electrification and Telephone Revolving Self- 
Sufficiency Act of 1983. 

I want to digress for just a moment here, if I may. Some of the 
statements that have just been made about the need to move ahead 
with rural electrification and rural telephone service, I think, you 
know, my generation doesn't remember what it was like to live in 
the country without telephones and without electricity. My grand- 
parents got electricity just about a year or two after I was born, 
and I don't really remember it. 

However, I have read several books recently on rural electrifica- 
tion and what it meant, and rural telephones, what they meant to 
the people of this country. I mean, it just opened up an entirely 
new way of life to them. It saved women from becoming old before 
their time. It gave farmers an opportunity to make a decent 
income. I think that it is awful easy for us to take many of those 
things for granted now. I hope that this legislation will pass, and I 
think it will certainly be a step in the right direction. 
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I have the privilege of representing the Third Congressional Dis- 
trict of South Carolina, a district which is primarily rural in its 
character. Rural electric and telephone systems are essential serv- 
ices which have provided many of my constituents with electricity 
and telephones they may not otherwise have. 

Approximately 300,000 consumers are currently served by rural 
electric systems in South Carolina. In 1935, only 2 percent of South 
Carolina's farms were electrified. By 1978, that percentage has 
climbed to 98 percent. 

The rural telephone systems in South Carolina serve 15,000 busi- 
nesses and 141,000 residential telephone subscribers. At present, 
some 19 rural telephone corporations in South Carolina borrow 
from the revolving fund. 

As these numfers indicate, Mr. Chairman, rural electric and 
telephone services have and will continue to have substantial im- 
pacts on rural America. Since 1935 the Congress, most administra- 
tions, and rural electric and telephone leadership have worked 
hand-in-hand to provide the necessary financial mechanisms to 
allow this service to be delivered efficiently. 

Without question, changes have been made throughout the life- 
time of rural electric and telephone programs. What started out as 
a low-interest loan program using Treasury funds for 100 percent 
its capital needs has evolved into a program where some 85 percent 
of the necessary capital is obtained at a market rate of interest. 

The challenge before us today is to maintain the economic sol- 
vency of the financing system which supports these vital services, 
while recognizing changes in the economic climate which necessi- 
tate greater reliability on market interest rates. It is only with a 
healthy, viable, and self-sufficient REA loan program that we can 
maintain and expand energy supplies and communication services 
to support the productive capacity of our farm and rural communi- 
ties. 

Fundamentally, Mr. Chairman, this initiative revolves around a 
question of need — whether the need for rural electric and tele- 
phone services will continue in the foreseeable future. I, for one, 
believe it will. 

Over the next several days as you hear testimony on this bill, I 
would anticipate that you may hear from some witnesses who 
might find dispute with some of the provisions of the bill. It will be 
important, therefore, to keep in mind the focus of our efforts. Our 
efforts should be aimed at the overriding need for providing essen- 
tial services — which are taken for granted by the majority of the 
citizens of this Nation — to areas which would not have such serv- 
ices but for the existence and viability of our rural electric and 
telephone cooperatives. 

With this perspective in mind, I believe we can foster construc- 
tive dialog culminating in the passage of H.R. 3050. The changes 
called for in this bill are sound, and are intended to keep the Re- 
volving Fund self-sustaining. Passage of this legislation will enable 
rural electric and telephone systems to continue to shoulder the 
ener^, communication, and economic responsibilities of rural 
areas across the Nation. 

Specifically, this bill will allow the REA Administrator to set the 
rate on new REA loans at a level sufficient to cover REA interest 
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expenses. Through a mix of old, low-interest loans being repaid to 
REA and market rate certificates, REA will be able to continue to 
provide loans to co-ops at interest rates considerably below the pre- 
vailing commercial market rate. Most importantly, this proposal 
will render REA self-sufficient. 

Mr. Chairman, you are to be commended for pursuing considera- 
tion and approval of this legislation. I am also assured in knowing 
that the interests of South Carolina are most capably represented 
on your committee by my distinguished colleague and friend, Robin 
Tallon. 

H.R. 3050 is a balanced approach toward reaching a most worthy 
and significant goal. I am pleased to note that the bill is cospon- 
sored by 173 of our colleagues, and carries the strong endorsement 
of the co-op members. I am pleased to be a part of this effort, and 
pledge my energies toward early passage of this important legisla- 
tion. 

I thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Butler. 

Mr. Derrick. I understood you wanted to have questions done by 
letter. Is that correct? 

Mr. Jones of Tennessee. That is correct. We will not take the 
time or take your time as Members of Congress to ask you ques- 
tions. We will communicate by letter if there are questions to be 
asked. 

Mr. Derrick. I thank you, and I thank my colleague, Mr. Ridge, 
for allowing me to go first. Having made my statement, I am going 
to go up to the Rules Committee and see what devilment we can 
get into up there. 

Mr. Jones of Tennessee. Thank you very much, Butler, for being 
here. We appreciate your support more than you know. 

Now we will go back to witness No. 1, the Honorable Thomas 
Ridge, a Member of Congress from the State of Pennsylvania. 

Mr. Ridge, we are delighted that you are here. You may proceed. 

STATEMENT OF HON. THOMAS J. RIDGE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 

Mr. Ridge. Thank you, Mr. Chairman. I appreciate very much 
the opportunity to appear before your subcommittee to speak in 
favor of H.R. 3050, the proposed amendments to the Rural Electrifi- 
cation Act. 

Most often when people think of northwestern Pennsylvania, 
they think of steel and heavy industry. In Pennsylvania's 21st dis- 
trict, which I am proud to represent, we have that. However, in 
this 2,700 square miles we also have a rural community that basi- 
cally provides opportunties for the small dairy farmer; we have a 
wine industry, a grape industry in the community; and so the REA 
and while the impact of this potential legislation is known nation- 
wide, it is certainly very important to my district as well. 

I would appreciate very much the opportunity to submit my 
entire remarks as part of the record, and paraphrase the statement 
itself before the subcommittee. 
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Mr. Jones of Tennessee. Very good. We appreciate that very 
much. Without objection, your entire statement will become a part 
of the record. 

Mr. Ridge. Thank you, Mr. Chairman. 

As you know, from the very beginning rural electrification has 
received strong bipartisan support within the Congress. It has re- 
ceived this support because of the challenges it has overcome and 
the leadership it has provided in the electric utility industry. This 
bipartisan support is manifest in the cosponsorship of the amend- 
ments to the Rural Electrification Act that are before this distin- 
guished committee today. 

I am proud to say that my own State of Pennsylvania has con- 
tributed more cosponsors to this legislation than any other State. 
Nineteen of our twenty-three Representatives and both of our Sen- 
ators are cosponsors of this bill or its counterpart in the Senate. 

Until the end of 1972, loans made by the Rural Electrification 
Administration were funded by money received from the Treasury 
as a result of annual authorizations. Two new financing programs 
were established in 1973, an insured loan program and a program 
of loan guarantees. Neither of the current REA financing programs 
rely on taxpayers' dollars. They are not part of the Federal budget 
and do not contribute to the Federal deficit. 

The changes that were made a decade ago substantially in- 
creased the cost of financing rural electric construction programs. 
Nonetheless, those changes were made with the full cooperation, 
participation, and support of rural electric leaders. 

I would like to turn to a specific provision in H.R. 3050, perhaps 
its most controversial provision. This provision would convert notes 
payable by the REA Administrator to the Treasury into permanent 
capital of the REA and Telephone Revolving Fund. These notes 
were executed during the days of the old REA direct loan program 
to convert congressional authorizations into the actual funds that 
were lent to rural electric cooperatives. 

This provision does not in any way alter the obligation of rural 
electric cooperatives to repay their loans to the Federal Govern- 
ment. It does, however, provide the Revolving Fund with a stable 
source of funds for future operations. 

This is not a revolutionary proposal. This technique has been 
used by the Federal Government on at least two other occasions, 
once with the St. Lawrence Seaway Corporation, and another time 
with a special revolving fund in the Department of Energy. Private 
corporations, as you well know, Mr. Chairman, use this technique 
every day. 

This is exactly what is being proposed for the Revolving Fund. 
Debt instruments — the notes from the REA Administrator to the 
Treasury — are being converted into assets — capital in the fund that 
would be owned by the Federal Government. This is not a give- 
away because nothing is being given away. The money represented 
by the notes from the Administrator to the Treasury is currently 
owned by the Federal Government, and the money that will be rep- 
resented by the capital in the Revolving Fund will also be owned 
by the Federal Government. 

Finally, in summation, Mr. Chairman, there are five points I be- 
lieve the subcommittee should remember as it moves forward with 
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its consideration of this bill: First, the work of rural electrification 
is not completed. There are always new consumers to be served and 
old lines to be brought up to modern standards. 

Second, the challenges facing rural electric cooperatives today 
are much as they were almost a half century ago when REA was 
established. Rural electric cooperatives still serve the most remote, 
most rugged, and most sparsely settled areas of this country. 

Third, the rural electric financing programs represent an at- 
tempt by the Government to establish equitable levels of Federal 
assistance to the various forms of ownership in the electric utility 
industry. 

Fourth, the rural electric cooperatives merit continued Federal 
assistance because of their remarkable record of fiscal integrity. 
The repayment record of rural electric cooperatives has been 
second to none, with defaults totaling less than $50,000 out of the 
$35 billion of loans and loan guarantees that have been made 
during the last half century. 

Finally, Mr. Chairman, all Americans have a stake in keeping 
the electric rates paid by our Nation's farmers and ranchers at rea- 
sonable levels. 

I want to thank you, Mr. Chairman, and the members of your 
subcommittee, for permitting me this opportunity to comment on 
this piece of legislation. I sincerely hope the subcommittee will 
move forward to report this important measure in a timely fashion. 
This legislation means much, not only to my own constitutents in 
northwestern Pennsylvania but, as you well know — and I am prob- 
ably preaching to the choir — to millions of other Americans who 
live in rural areas throughout our country. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Ridge appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Ridge, for a 
very enlightening statement. We do appreciate the time that you 
have given us and the fact that you allowed Mr. Derrick to go first. 

Mr. Ridge. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Our next witness is the Honorable Wil- 
liam F. dinger, Jr., a Member of Congress from the State of Penn- 
sylvania. 

Mr. dinger, we are delighted that you are here, and you may 
proceed. 

STATEMENT OF HON. WILLIAM F. CLINGER, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF PENNSYLVANIA 

Mr. CuNGER. Mr. Chairman, I thank you very, very much for 
permitting me this opportunity to be here before the subcommittee 
to speak in favor of H.R. 3050, the proposed amendments to the 
Rural Electrification Act. 

I might say, Mr. Chairman, that I could almost say ditto to Con- 
gressman Ridge's comments because I think that I share complete- 
ly the sentiments that he expressed in his testimony. However, I 
would like to ask that my statement be submitted for the record, 
and I will just briefly summarize my remarks. 
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Mr. Jones of Tennessee. Without objection, it will become a part 
of the record. 

Mr. CuNGER. Mr. Chairman, I come from a very rural part of 
Pennsylvania, a very large, sparsely settled area. Unlike people 
who live in the more urban areas, I think we appreciate very fully 
exactly what the REA has meant in rural areas of this country. 

As recently as 1935, only 24 percent of the farms in Pennsylva- 
nia had electric service. This was at a time when the national 
figure was only 10 percent. The first rural electric cooperative was 
established in my area in 1936, and it really was a revolution. I 
mean, it really meant the difference between living a modern life 
with a quality of life that was reasonable, and living a life in dark- 
ness and without any kind of the modern amenities. It really 
turned the area around in terms of its ability to enjoy economic de- 
velopment. We ran lines all over the valleys and up and down the 
mountainsides of western Pennsylvania and, as a result, we finally 
entered the 20th century somewhere around 1940. 

From 1935 to 1972, rural electric cooperatives received low-inter- 
est loans from REA that were directly funded by the Federal 
Treasury as a result of annual authorizations. As you know, Mr. 
Chairman, in 1972 Congress replaced the direct loan program with 
two new financing programs: a program of loan guarantees and a 
program of insured loans. 

The REA guaranteed and insured loan programs that Congress 
established a decade ago have, I believe, generally worked extreme- 
ly well. As you are aware, there are storm clouds on the horizon. 
The unprecedented interest and inflation rates of recent years have 
threatened to throw the Rural Electric and Telephone Revolving 
Fund out of balance by the end of this decade. 

As you know, Mr. Chairman, a blue-ribbon committee of rural 
electric leaders was formed to explore potential solutions to the 
problems faced by the Revolving Fund. The results of the commit- 
tee's work are largely incorporated in the legislation before the 
subcommittee today. 

I would just like to reiterate the five reasons that Mr. Ridge 
quoted which I believe warrant wholehearted support of this legis- 
lation. First, the work of rural electrification is not completed. 
Each year new people move into rural areas. Even though we have 
provided services for most of those who have been there, there are 
constantly new people moving into the rural areas. Many of the 
lines in these areas are 30 to 40 years old and need replacement. 

Second, the challenges facing rural electric cooperatives today 
are much as they were almost half a century ago when REA was 
established. Since rural electric cooperatives serve the most 
remote, most rugged, and most sparsely settled areas of the Nation, 
this creates an imbalance in terms of the kind of assistance that 
can be provided. 

Cooperatives serve an average of only 4.7 consumers per mile of 
line, while the private power companies serve an average of 35.8 
consumers per mile of line. Cooperatives receive revenue that aver- 
ages only $3,370 per mile of line. On the other hand, cooperatives' 
investments in their system average $1,337 per consumer, as com- 
pared with only $825 per consumer for the private power compa- 
nies. 
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Third, Mr. Chairman, the rural electric financing program repre- 
sent an attempt by the Government to establish equitable levels of 
Federal assistance to the various forms of ownership in the electric 
utility industry. Although their investment per consumer and oper- 
ational costs are significantly higher than those of the private 
power companies, rural electric cooperatives receive substantially 
less Federal assistance. 

Private power companies receive assistance from the Federal 
Government totaling about $3.6 billion per year in depreciation al- 
lowances and tax credits. This calculates into Federal assistance to 
private power companies of about $50.70 per consumer per year, 
and to municipal electric systems of about $40.45 per consumer per 
year, while Federal assistance to rural electric cooperatives 
amounts to less than $9 per consumer per year. I believe it is im- 
portant to recall and remember that almost all of the assistance re- 
ceived by rural electric cooperatives from the beginning has been 
in the form of loans that will be repaid to the Federal Government, 
and not grants or tax writeoffs. 

Fourth, rural electric cooperatives merit continued Federal as- 
sistance because of their remarkable record of fiscal integrity, re- 
ferred to by Mr. Ridge. 

Fifth, I believe all Americans have a stake in keeping the elec- 
tric rates paid by our Nation's farmers and ranchers at reasonable 
levels. The productivity of American agriculture is, to a large 
extent, dependent on electrical power. As a result, the price that 
we pay, that all consumers pay — because the price of electricity is 
reflected in the price of all the produce, whether tomatoes, steak, 
every quart of milk that Americans consume — the price of the elec- 
tricity to the farmer is reflected in that price. 

Rates charged by rural electric cooperatives nationwide already 
average 14 percent more than those charged by the neighboring 
private power company. H.R. 3050 will help moderate the electric 
rate increases faced by rural electric consumers, but in a very real 
sense this bill will also help to moderate the price of tomatoes and 
steak and milk for consumers in cities and towns far from the 
nearest rural electric cooperative. 

In conclusion, Mr. Chairman, I would like to again thank you for 
allowing me to express my very wholehearted support for H.R. 
3050. I join my colleagues who have cosponsored this measure in 
urging the subcommittee to expeditiously and favorably act on this 
important legislation. 

I thank you very much, Mr. Chairman. 

[The prepared statement of Mr. dinger appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Clinger. We 
do appreciate your statement. It is a very good statement, and we 
will be calling upon you if we have some questions to ask you by 
letter. 

Mr. CuNGER. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Our next witness is Mr. Harold 
Volkmer, a Member of Congress from the State of Missouri and a 
member of the Agricultural Committee. I believe Harold is not in 
the room. Is he here? 
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He asked me if it would be all right to submit his statement, so I 
am going to ask unanimous consent that he be permitted to submit 
his statement. If there is no objection, I will see to it that his state- 
ment is filed for the record. 

Without objection. 

[The prepared statement of Mr. Volkmer appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. The next witness is another member of 
the Agriculture Committee, a good friend of ours and a very help- 
ful member from the State of Minnesota, the Honorable Timothy J. 
Penny. 

Tim, we are glad that you are here, and glad that you would take 
the time out to submit a statement. You may proceed. 

STATEMENT OF HON. TIMOTHY J. PENNY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 

Mr. Penny. Thank you, Mr. Chairman and members of the sub- 
committee. 

We all know that if America is to have a strong rural economy, 
rural Americans must have access to a reliable, affordable electric 
energy supply. It is unfortunately a harsh fact that the era of 
cheap energy has ended for rural Americans, as well as for their 
urban neighbors. 

Each year a million more consumers move onto rural electric 
lines. The challenge of m.eeting this growth is further compounded 
by some uncontrollable forces. First, the cost of fuel for generating 
plants is up as much as 700 percent since 1973. 

Second, the cost of maintaining a healthful environment — neces- 
sary but expensive — has added as much as 40 percent to the cost of 
a new coal-fired plant. 

Third, construction costs are particularly high for rural electric 
cooperatives, as these systems own and maintain 44 percent of the 
Nation's power poles and serve over 70 percent of this Nation's 
land mass. 

These factors, plus the co-op's continuing problem of having low 
consumer density and difficult terrain, have sent rural electric 
rates higher in the past several years. 

Now is not the time to add yet another burden to the backs of 
rural Americans. The rural economy is distressed and we all know 
it. Net farm income has fallen to the lowest level since 1933. It has 
dropped from $24.4 billion in 1980 to just $19 billion in 1982, and 
with the weather we have had this summer it could go even lower. 

Without the passage of H.R. 3050, the rural electric co-ops would 
have to go to the private money markets to obtain a greater share 
of their capital. This would, in turn, only serve to raise the cost of 
borrowing and ultimately force even higher electric rates. 

H.R. 3050 would restore strength and long-term stability to the 
REA financing program. It is important to note when evaluating 
this legislation that each segment of the electric utility industry re- 
ceives significant assistance from the Federal Government. 

The 97th Congress and the present administration have acknowl- 
edged the financial plight of the investor-owned utility by provid- 
ing them with significant new subsidies through the granting of a 
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broad range of new tax credits and advantages. I am fully aware of 
the difficulties these utilities have had in recent years in meeting 
their capital needs but, at the same time, I am seriously concerned 
by the administration's continuing unwillingness to support an 
adequate REA financing program to help meet the equally impor- 
tant capital needs of the rural electric cooperatives. 

Mr. Chairman and members of this committee, rural America 
needs H.R. 3050. 1 urge its passage. 

I want to thank you, Mr. Chairman, and the members of this 
subcommittee for the opportunity to testify, and for your work and 
attention to this important issue. 

Mr. Jones of Tennessee. Thank you very much, Tim, for a good 
statement, and for the cooperation and support that we receive 
from you from time to time. We appreciate very much the time 
that you are here. 

Our next witness is the Governor of the great State of North 
Dakota, Gov. Allen I. Olson of the National Governors' Association, 
which he is representing this morning. 

Governor Olson, again I want to say to you that we are delighted 
that you are here. I enjoyed my visit with you earlier this morning 
and breakfast with you. We appreciate the fact that you had the 
interest to come down and to be a witness before this subcommit- 
tee. You may proceed. 

STATEMENT OF ALLEN L OLSON, GOVERNOR, STATE OF NORTH 
DAKOTA, REPRESENTING THE WESTERN GOVERNORS' POLICY 
OFFICE [WESTPO] 

Governor Olson. Mr. Chairman, thank you, first of all. I have 
great admiration for you in your capacity here as chairman, and 
also your work on behalf of the conservation of the agriculturgd soil 
of this country. From the National Governors' Association and my 
chair of the task force on soil conservation, I want to tell you how 
much we appreciate that. 

To the members of the Conservation, Credit, and Rural Develop- 
ment Subcommittee I want to say that it is a privilege for me to 
testify, both as the Governor of my State of North Dakota and on 
behalf of the Governors of 12 Western States making up the West- 
ern Governors' Policy Office which I chair. Today we are here in 
full support of the Rural Electrification and Telephone Revolving 
Fund Self-Sufficiency Act of 1983, H.R. 3050. 

The enactment of this legislation is essential to the financial in- 
tegrity and self-sufficiency of the REA Revolving Fund. This legis- 
lation will enable the rural electric and telephone cooperative sys- 
tems to continue providing reliable, central station service to rural 
America. This legislation is of the utmost importance to the 25 mil- 
lion agricultural and rural area consumer members being served 
by electric and telephone cooperatives, and it is for that reason 
that I appear before you today on behalf of my State, as I said, and 
representing the Governors of 12 other Western States comprising 
almost one-half of the total U.S. land area. We are also the States 
with the lowest population density of any in this country. 

The provision of the legislation which provides for periodic ad- 
justment of the interest rate applied to new REA-insured loans is 



Digitized by 



Google 



41 

the key to preserving the financial stability of the Revolving Fund. 
While this change would result in an increase in the financing 
costs borne by REA borrowers, we believe strongly, however, that 
this is a price worth paying to assure the long-term future viability 
of REA financing. 

Another very important element of the overall proposal con- 
tained in this legislation is for Congress to convert the funds origi- 
nally appropriated for REA lending prior to 1973 into a permanent 
capital investment in the Revolving Fund. Without this change, the 
Rural Electrification Administration will be required to transfer 
this capital from the Revolving Fund to the Treasury through 
annual installments beginning in 1993. This requirement could add 
significantly to the cost of providing electrical service in rural 
America. The proposed conversion of approximately $7.9 billion 
into a permanent capital investment in the Revolving Fund would 
not impact on the Federal budget. 

Recent public attacks on this legislation falsely imply that rural 
electric systems are heavily subsidized and that the loans REA has 
made to them will never be repaid. As previous witnesses have 
said, both assertions are false and need to be knocked down wher- 
ever and whenever they appear. It is absolutely clear that nothing 
in the proposed legislation would result in the forgiveness of any 
debt. Both the Revolving Fund and the Treasury are the property 
of the Government and the people of the United States. The pro- 
posed legislation would not in any way reduce the principal or in- 
terest amounts to be paid on any loan made by REA to rural elec- 
tric borrowers. Not a single penny of REA lending would be forgiv- 
en under the proposed amendments to the Rural Electrification 
Act pending before this Congress. 

It is important to my State, North Dakota, and other Great 
Plains and Western States that this legislation provide a mecha- 
nism for helping electric and telephone systems providing service 
under especially difficult circumstances. Strong justification exists 
for giving special consideration to the relatively few systems that 
operate under extreme hardship due to the nature of the territories 
they serve, damage from storms or other natural disasters, or the 
financial condition of their consumers. For this reason I, along 
with my fellow Grovernors, support language that would provide for 
a special interest rate loan program, including authority for the 
REA Administrator to make loans under conditions of natural dis- 
aster and other hardship at lower, special interest rates of no less 
than 2 percent. 

Three primary conditions necessitate this special provision. 
Rural electric and telephone systems in the State of North Dakota 
and other Western States frequently suffer severe damage caused 
by sleet and windstorms. This damage most often occurs in areas 
having an average consumer density of two or less per mile, and 
occurs in geographic areas having low per capita income, forcing 
the rural cooperative into extreme financial hardship. Therefore, 
we believe that amendments are needed to meet these special 
needs of borrowers operating in difficult economic circumstances, 
particularly those serving sparsely settled rural areas. 

This Nation's agricultural industries are highly energy intensive. 
Our farmers and ranchers are acutely aware of the critical 
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interdependence between the Nation's agricultural productivity 
and the need for adequate supplies and dependable sources of 
energy. The creation of the Rural Electric Cooperative program 
nearly half a century ago was to epitomize one of the most success- 
ful partnerships to form between this Government and its citizens. 
Since its creation, the rural electrification program has provided 
rural America with dependable and reasonably priced electric 
power. The availability of this energy to rural America is today as 
indispensible to the economic health and vitality of this Nation, 
and to the continued capacity of the American farmer to produce 
the food and fiber required by this country and the world, as it has 
been in the past. 

Agriculture is America's national treasure. The benefits that 
electrification has brought to rural America in creating jobs, in al- 
leviating the drudgery that consumed many farmers' waking 
hours, in enhancing rural life, and in contributing to the most pro- 
ductive agricultural economy in the world, more than outweigh the 
relatively small costs of this program. If rural electric cooperatives 
are to continue their contributions to rural America and are to 
meet our energy needs for the future, and if rural telephone co-ops 
are to continue to meet the communication and high-technology 
needs of our farmers, it is vital that they also have access to the 
capital that is required to conduct their operations. 

Our great American agricultural production machine continues 
to contribute to the reduction of this Nation's dependence on for- 
eign oil and to the achievement of energy independence for the 
future. Our rural electric and telephone co-ops play a vital role in 
maintaining the dependability and reliability of American agricul- 
ture. 

Mr. Chairman and members of this committee, I thank you for 
the opportunity to testify on behalf of my State and the Governors 
of 12 other Western States in support of the amendments to the 
Rural Electrification Act as a responsible and reasonable response 
to the needs of rural America. 

Westpo Governors 

Alaska, Bill Sheffield; Arizona, Bruce Babitt; Colorado, Richard D. Lamm; Idaho, 
John V. Evans; Montana, Ted Schwinden; Nebraska, Robert Kerrey; Nevada, Rich- 
ard H. Bryan; New Mexico, Toney Anaya; North Dakota, Allen I. Olson; South 
Dakota, William J. Janklow; Utah, Scott M. Matheson; Washington, John Spellman; 
Wyoming, Ed Herschler. 

Mr. Jones of Tennessee. Thank you very much, Governor. 

Let me ask you, Governor, how much time do you have? 

Governor Olson. As much as you need, Mr. Chairman. 

Mr. Jones of Tennessee. All right. If you don't mind, we will 
hear the other witnesses and then we will question all of you at the 
same time, if it is all right with you. 

Governor Olson. Thank you. 

Mr. Jones of Tennessee. Thank you very much. 

We are running a little bit ahead of time this morning, doing a 
little better than usual, and for that reason we will hear the next 
witnesses before we ask any questions. Our next witnesses are the 
Honorable Frank Naylor, the Under Secretary for Small Communi- 
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ties and Rural Development of USDA, and Mr. Harold Hunter, Ad- 
ministrator of the Rural Electrification Administration. 

Gentlemen, we are delighted that you are here. Whoever you 
may have with you from the Department that you would like to 
bring to the witness table, why, you may do so. 

This is an unusual situation for this subcommittee to be running 
ahead of time as far as witnesses are concerned. We are delighted 
that we have moved along as rapidly as we have. It goes to show 
you that when witnesses are well prepared, such as you have been 
today, it does help an awful lot and we do appreciate it. 

We will now hear Mr. Naylor and Mr. Hunter. 

Mr. Naylor. Mr. Chairman, you are moving along quite rapidly. 
We were visiting with one of your subcommittee members out in 
the hallway here, and you almost got ahead of us for a second. 

Mr. Jones of Tennessee. Well, we understood you were around, 
though. We knew you weren't very far away. [Laughter.] 

We are delighted that you are here, Frank and Mr. Hunter and 
Mr. Van Mark. Frank, you may take whatever time is necessary. 
When you finish, we will bring Governor Olson back and we will 
ask the questions all at the same time because you will be the only 
four that we will be questioning at this point. 

STATEMENT OF FRANK NAYLOR, UNDER SECRETARY, SMALL 
COMMUNITIES AND RURAL DEVELOPMENT, U.S. DEPARTMENT 
OF AGRICULTURE 

Mr. Naylor. Thank you, Mr. Chairman. 

I do not have an opening statement. I believe Mr. Hunter has 
prepared a statement which will express our views very effectively. 

I would only observe that we continue to believe that the Rural 
Electric Administration has been a valuable asset to rural Amer- 
ica, a key asset in providing the infrastructure for power and com- 
munications. It has become a very strong and vital industry, and 
one which enjoys reasonably strong if not, in many parts of the 
country, very strong financial health. 

I feel that it is in that perspective that we share with the com- 
mittee today the concern that, while well-intentioned, the proposal 
before us has some very serious flaws and in fact does not really 
meet the stated objective in returning to financial stability the 
fund which we are concerned with today. 

I would look forward to working closely with this committee — be- 
cause we are committed to the continuing strength of our rural 
electric community and rural communications community — to find 
ways to solve the problems that are before us, as we have always 
done so well with your committee, Mr. Chairman. We look forward 
to working together with you on this particular very serious situa- 
tion. 

Mr. Chairman, with that I would turn to Mr. Hunter, who as Ad- 
ministrator of the agency would address specific portions of our 
concerns with the legislation. 

Mr. Jones of Tennessee. Thank you, Frank. As I say again, we 
are glad that you could be here and accompany Mr. Hunter. 

Mr. Hunter, you may proceed. 
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STATEMENT OF HAROLD HUNTER, ADMINISTRATOR, RURAL 
ELECTRIFICATION ADMINISTRATION, ACCOMPANIED BY JACK 
VAN MARK, DEPUTY ADMINISTRATOR AND LARRY BELLUZZO, 
PROGRAM ANALYSIS STAFF 

Mr. Hunter. Mr. Chairman, members of the subcommittee, we 
are appreciative of the opportunity to sit here with you this morn- 
ing and to discuss the details of H.R. 3050. I have some mixed emo- 
tions about testifying today; however, I have no negative response 
to the need for us to look at H.R. 3050. This is a tremendous oppor- 
tunity that you have provided for us to analyze and to come to a 
fuller understanding of what H.R. 3050 does. 

I do feel gratified that Congress and the trade associations have 
heeded the alarms that we have sounded over the past several 
years concerning the deteriorating financial condition of the Rural 
Electrification and Telephone Revolving Fund. When we first start- 
ed raising those concerns and suggested types of actions which 
would help restore the Fund's health, the reaction we received was, 
and I quote, "If it ain't broke, don't fix it." 

I bring to you and would like to leave as a part of our testimony 
a copy of an ad which appeared in the June 23, 1981, Washington 
Post. It said, "If it ain't broke, don't fix it." I will only take time to 
read one short part of the language that was in the ad. That said, 
and I quote, and I read, "Tampering with this highly successful 
program is not only unnecessary, it just plain doesn t make sense." 

I am very pleased that we have gone from that point to this 
point now. We need to deal with the Revolving Fund in such a way 
as to improve its capability to last through the ages and to do some 
real good for the industry that we serve. The budget proposals of 
this administration have addressed the concerns by recommending 
gradually increasing supplemental private financing administra- 
tively in order to maintain the Fund s solvency and to achieve the 
objectives of the 1973 Rural Electrification Act. 

Now, rather than solving a potential problem with an adminis- 
trative solution, the same people who once dismissed our concerns 
are now seeking major and very costly legislative change, including 
the immediate forgiveness of 7.9 billion dollars' worth of debts that 
do not even begin to come due for another 10 years. For good meas- 
ure, the proposal asks you to deprive Treasury of uncounted bil- 
lions of additional dollars in future years through mandating one- 
way, downward-only refinancing of certificates of beneficial owner- 
ship — CBO's— and loan guarantees, requiring that the Secretary of 
Agriculture request direct appropriations to support discretionary 
reduced interest rate loans. Without these massive additional gi- 
veaways, we are told, the long-term viability of the Fund and the 
REA program is threatened. 

Back in 1973 when the Revolving Fund was established, we had a 
clear expression of congressional intent and a clear consensus as to 
the purpose and the direction of the Revolving Fund. It was not in- 
tended that the Fund require substantial subsidies on a regular 
basis. The new interest rate in 1973 of 5 percent was close to the 
then-prevailing cost of money to Government. Further, Congress 
explicitly stated that the borrowers were to be helped toward grad- 
ual financial and operational independence from REA. 
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Unfortunately, the proposal before us now represents a gross 
overreaction to the Fund's current problems. We would not suggest 
that there are not problems. They are real. We were on record that 
we recognized the problems many months ago. But this proposal 
represents an attempt to stampede Congress into actions which 
purport to strengthen the Fund but which, in fact, only serve to 
delay, at great cost to the taxpayer, the Fund's insolvency. It repre- 
sents an attempt to perpetuate unrealistically low interest rates, 
thereby increasing borrower reliance on the Federal Government. 
Thus, this proposal represents a virtually total abandonment of the 
congressional concensus we had about the direction and the future 
of the Fund back in 1973. 

As we look back to 1973 when the last major legislative change 
was made, and the creation of the Fund took place, we can see 
some of the reason for the Fund's current jeopardy. That jeopardy 
developed because no one at that time anticipated the critical esca- 
lation in interest rates. Therefore, this unanticipated escalation of 
rates created a disparity between the 5 percent which was set at 
that time and the cost of Treasury borrowing, and that difference 
that escalated as the months and years went by. 

In 1973, the Revolving Fund was established using $7.9 billion in 
interest-free loans from the Treasury as seed money. There was 
never any doubt that these were loans and that they were to be 
repaid. We are being told that Congress should forgive them now, 
because their very existence seems to cause anxiety. We are being 
told that forgiveness of the loans will have no impact on the public 
debt. 

Well, if this promissory note signed by one of my predecessors is 
not a loan, I do not know what it is. This is a loan that starts out — 
and I will read the first part of it very briefly — "On or before De- 
cember 31, 2010, for value received, the undersigned as Administra- 
tor of the Rural Electrification Administration, and not personally, 
promises to pay to the order of the Secretary of the Treasury 
$465,800,000 ♦ ♦ ♦," and we could go on. It is signed by one of the 
preceding Administrators of this great agency. 

If the existence of this loan and others like it cause anxiety, I 
can prescribe a simple cure, and that is to raise the Revolving 
Fund interest rates enough so that the loans can be repaid. The 
necessary rates do not have to be exorbitant, either. In fact, they 
could still be up to a couple of percentage points below the Govern- 
ment's own cost of borrowing and balance the Fund. The $7.9 bil- 
lion is real money, money that cannot be made to disappear by 
erasing a number in one column and writing it down in another; 
money that the Fund owes to Treasury, and money that will have 
to be raised by taxes or Treasury borrowing if the long-term notes 
are forgiven. 

Again, I make reference to a list that I have in hand of those 
particular notes that represent this $7.9 billion. The first note is 
one that was dated August 14, 1953, and it gives the amount; it 
gives the due date. There is a list of some 38 notes, all of them 
owed to the Treasury and all of them due to be paid by the Revolv- 
ing Fund of REA. If I may, Mr. Chairman, we would like to leave 
these documents for the record so that they could be read at the 
convenience of the committee. 
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Mr. Jones of Tennessee. Without objection, we will be glad to 
accept those documents for review, Mr. Administrator. 

Mr. Hunter. Thank you, sir. 

In 1973 the standard Revolving Fund rate was raised to 5 per- 
cent. This increase was intended to assure that the $7.9 billion in 
seed money would grow and would — after the repayment of the 
$7.9 billion in loans — continue to provide a source of funding for 
deserving borrowers at reasonable rates. At the same time, the in- 
crease to 5 percent brought the Revolving Fund rate more closely 
into line with the prevailing cost of money to Government. 

Now, 10 years later, much of the financial leverage which that 
$7.9 billion interest-free loan provided has been used up, but the 
leverage has not been exhausted. If, for example. Revolving Fund 
rates were raised to within a couple of percentage points below the 
Government cost of borrowing, enough revenues would be generat- 
ed to permit full repayment of the long-term notes, continuing 
levels of program activity, and absorption of REA's costs for discre- 
tionary or reduced interest rate loan activity. Such an adjustment 
in rates would assure that the Revolving Fund would be a source of 
adequate funding support at clearly favorable but not excessively 
low interest rates. 

But what does the proposal before us advocate instead? Section 6 
of the proposal establishes a formula which would be used to set 
the Revolving Fund interest rates at levels which will yield suffi- 
cient interest receipts to pay CBO interest expenses, but will not 
provide for repayment of long-term notes or even the CBO princi- 
pal. As CBO's or borrowings mature or are paid through amortiza- 
tion, they will be rolled over through the sale of new CBO's or 
through new borrowing. Consequently, the primary financing vehi- 
cle of the Revolving Fund will be annual CBO sales of ever-increas- 
ing size — in effect, not a true Revolving Fund. 

Of course, for those who are not bothered by increased intrusion 
of the Federal Government into the credit markets, this proposed 
new Revolving Fund structure is not a problem. However, the sec- 
tion 6 formula dynamics have one additional result: The formula 
will almost assuredly result in Revolving Fund insolvency. Even 
with forgiveness of the $7.9 billion, the fund will still go insolvent 
under program growth and cost of borrowing conditions resembling 
those of recent years. 

These conclusions are based on extensive computer modelings of 
the Fund under the bill's proposal and formula. Mr. Chairman, 
with your permission I would like to introduce a key staff member 
of ours who has actually done most of the studies that illustrates 
what this Revolving Fund conversion does. I would like to have 
him take just a brief moment to show some charts which give us a 
very vivid picture of those conclusions. 

Mr. Jones of Tennessee. Is that Mr. Van Mark? 

Mr. Hunter. No; that is Mr. Larry Belluzzo. Mr. Belluzzo is the 
Chief of our Program Analysis Division. He has actually done the 
computer runs and a financial analysis of the results of this action. 

Mr. Jones of Tennessee. Mr. Belluzzo, is he here? 

Mr. Hunter. Yes, he is here. 

Mr. Jones of Tennessee. All right, sir. Invite him to the witness 
table. We will be glad to have him. 
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Mr. Belluzzo. Mr. Chairman, members of the subcommittee, as 
soon as we received the proposed legislation in May, we began 
modifying our automated Revolving Fund model so that we could 
analyze on a comprehensive basis the section 6 language and the 
mechanism contained in section 6 for setting interest rates for the 
Revolving Fund. Obviously, our purpose in doing these analyses 
was to examine how well the proposal would function over several 
decades under a wide variety of average program growth and CBO 
interest rate scenarios. 

By any other name, section 6 creates a formula. It does so by de- 
fining the elements that are used in calculating the interest rate, 
and it does so by mandating a Revolving Fund rate which will jdeld 
interest income into the Fund equal to but not greater than the in- 
terest expenses that the Fund pays on its obligations, more specifi- 
cally, CBO's. 

Section 6 language is given to you on page 1 of the attachment to 
the testimony. On page 2 there is an explanation of how we con- 
verted that language into an operable formula which we could use 
in our automated Revolving Fund model. Page 2 also gives you a 
very simple example of how the formula would be used to calculate 
Revolving Fund interest rates. 

Exhibits 1, 2, and 3 of that attachment summarize the results of 
over 100 computer runs we made to simulate a wide variety of 
average CBO interest rate and program size combinations, again, 
projected over the next 50 years. The bottom line is this: Use of the 
section 6 mechanism or formula — whichever you prefer — will 
almost assuredly result in Fund insolvency if the $7.9 billion are 
repaid to Treasury. The virtual absence of cases resulting in sol- 
vency, shown graphically in exhibit 2, attest to the fact that this is 
a formula which is destined to fail, either by accident or by design, 
if the $7.9 billion is repaid. 

However, even with the elimination of the $7.9 billion long-term 
note debt, even with the requested refinancing of CBO's, our analy- 
sis indicates that the Fund will probably still go insolvent, and, in 
fact, will go insolvent under most of the plausible combinations of 
CBO interest rate and program growth. That is shown in exhibit 3. 

The charts behind me demonstrate what happens to Revolving 
Fund rates and net note receivable amounts under 2 of the 100- 
plus simulations which we have run. This chart provides data on 
net notes receivable — net notes receivable defined as the gross 
notes receivable to the Fund, minus any CBO's which are outstand- 
ing at the current time. You will note that over the past 10 years, 
since the onset of the Revolving Fund, we have gradually increased 
the size of net notes receivable — net notes receivable being a good 
general indicator of the strength, the vitality, the viability of the 
Fund. 

What you see here are four different types of cases, what could 
happen to the Fund, to the net notes receivable, over the next — in 
this case — 30-some years. The green line reflects what happens if 
no legislation is enacted. This assumes a straight 5-percent stand- 
ard rate for the Revolving Fund, an 11-percent CBO rate, a $1.1 bil- 
lion program with no growth, no forgiveness or refinancing of 
CBO's, and the amortization of existing CBO's. 
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As you can see, the net notes receivable peak within the next 
couple of years and then begin a steady and increasingly steep de- 
cline to zero by the year 2002. By our reckoning, at the point when 
net notes receivable equals zero, REA will have to come to Con- 
gress and receive some type of appropriation or additional assist- 
ance in order to continue a loan program at whatever level is speci- 
fied in the assumptions — in this case, $1.1 billion per year. 

By contrast, we have an example of something Mr. Hunter al- 
luded to earlier in his testimony. That would be setting a Revolving 
Fund rate equal to about 2 percent below the CBO rate. Right now 
the CBO rate is about 11 percent. Thus, we would set a Revolving 
Fund rate at around 9 percent; and the net notes receivable, under 
this particular option, would hold fairly steady despite repayments 
of the long-term Treasury notes. In fact, by the end of 2012, where 
this chart ends, we would have essentially the same amount of net 
notes receivable as we have now. The Fund would be on very solid, 
very secure financial footing. 

The solid red line indicates what would happen if we institute 
only the H.R. 3050 formula. It does not assume any forgiveness of 
long-term notes. It doesn't assume any CBO refinancing. What the 
formula buys the Fund is about 4 more years of solvency. There 
will be a few more years when the net notes receivable would in- 
crease, and then again a steep decline to zero by the year 2006. 

The dashed line represents a little different case. The dashed 
line, in fact, would be equivalent to the complete enaction of H.R. 
3050. It assumes the full forgiveness of the $7.9 billion in long-term 
notes. It assumes downward-only refinancing of CBO's. It assumes 
that we would use the mechanism or the formula that is contained 
in section 6. What happens under this formula is that while net 
notes receivable remain at approximately the same levels for 7 
years, a dynamic takes place that eventually drives the Fund to in- 
solvency beyond the end of the chart, in 2017. 

[The attachments follow:] 
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NRECA Proposed Formula 
Section 6 of H,R. 3050 

ABSTRACT 

Section 6 of the proposed bill would amend Section 305 (b) of the Rural Elec- 
trification Act to include a sp«cifi£ method for determining "standard" 
interest rates charged to Rural Electrtficatton and felepnone iievo vmg Fund 
(RETRF) borrowers. This bf concentrates an (Ycrcaitng interest rates 

charged to RETRF borrowers, and purports to estabt 5h a method or formula 
which will assure the self-s fftci ncy of the Fund Unfortunately, ou 
analyses demonstrate that the metho<t proposed 1n the Ml will not work under 
program level and cost of money asstirptfons resembl ng tho«e of the past 
several years Even given a other forgivenesses requested in the bill, the 
NRECA proposed formula would result in the total depletion of Fund assets in 
a matter of years. Simply put, the NRECA method proposed in the bill would 
resul RETRF nterest rates wh ch are early too low to balance the Fund, 

rates Mhich n fact are ubstantially lower than those which NRECA itself 
determined were necessary in their initial analyses. 

This proposed method would also have the effect of changing the entire 
character of the revo* " fund. Despite recent re Unce on Certificate of 
Beneficial ^^r.rd. .; ;^ l!C^^^^ sales to support the oan program^ the Act amend- 
ments of 1973 envUloned an RETRF which would operate under tradlt onal 
revolving fund concepts *e new oaii advances genera 1y ba artcing oan 
receipts. The bi s inethod would institutionalize continued and expanding 
CBO sales as the primary mechanism for funding loan advances RETRF rates 
wou d be arfific-fally suppressed such that the Fund i*out be unable to function 
tftthout eao sales We ee no rationale fD using a method wh^ch wi 1 make the 
RETRF dependent on perpetual CBO sa es when other methods are ava ble which 
would assure continued adequate evels of RETRF funding at rates which are 
below the Government's cost of money. 

SUMMARY OF ANALYSES 

Using REA's RETRF model we examined how the RETRF would operate given the 
NRECA proposed formula. This formula is as follows: 

"the standard rate for each' account shall be that rate, not less than 
S per centum per annum, that would produce, from loans (other than 
special rate loans) approved from that account during a given pepiod, 
interest ncome equal to, but not greater than, the amount of antUi- 
pated interest expanse on the account e obl gations {interim notes 
insured notes and certrf-fcstes of beneficial ownership) required to 
be ssue or so d during sych per-tod to cover oan adv^ances and 

ntere^t expinses: Provided that the amount of such obligations to 
be issued or sold for such purpose ha be determined by deducting 
the sum of principal and interest receipts and ny appropriation under 
subsection (c) of this section from the sum of loan advances and 
interest expenses on outstanding obligations of the account during 
such period." 
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aedudng this fbrwTa to BAttaRtlcaT terv. ft would b€ calculated 9S fblloHS 
far each period: 

RCA Interest Rate « 

C Loan Adyaaces » C80 Interest Expense) » CBorrowcrs' Loan Pajaents) --^ ^ 
t^OM Approvals 

Ejoflple: 

Ejipected 1984 Advances « $1.1 Billion 

Anticipated 1984 CBO Interest expense « $40Q Pfilllon 

Principal and interest pa^Knts fns borrowers in 1964 « $910 Itilllon 

Loan approvals anticipated for 1984 « $1.1 Billion 

PresiflKd CBO rate « U X 

( 1.1 > .4)- .91 ,, ^« - ^ 
j-^-* X .11 « .059 or 5.9X 

The inpact of this proposed fbraula was analyzed fior nunerous cases. 

Exhibit 1 sianrlzes the results of our analyses fbr several of the principal 
cases we exasined. 

Rote froa Exhibit 1 that: 

a. The NRECA fbraula does not produce fund solvency except in cases 
which appear unrealistic, such as zero progran growth and an 8S 
Cao rate for the indeffnite future. 

b. ABortization of CBQs does not result in fund solvency under RRECA's 
fbraula. 

c. RCA Interest rates reaain far below the CBO rate for nost cases; 
such low rates are the cause of Fund insolvency. 

d. Under NRECA' s proposed fbraula the RETRF would continue to depend 
on increasing levels of CBO sales to support the BEA loan prograa. 

Exhibits 2 and 3 highlight the fact that the NSECA proposed fbraula will produce 
Fund solvency in only a few situations — situations unlike those we've seen in 
recent years or perhaps are likely to see in the future. 

A fiirther problea with the NRECA proposed fbraula is that it is based on an 
annualized approach. That is, interest rates fbr each period are based on 
expected activity for that period. Thus, if advances or approvals are expected 
to increase or decline substantially during a given period this could have a 
profound inpact on REA interest rates. The fict that the proposed fbraula is 
based on an annualized approach (which could lead to drastic swings in rates) 
aeans that it could also be nanipulated such that it produces unreasonably high 
or Tow rates. 
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As shoMn earlier, the NRECA proposed Section 6 formula would not result In Fund solvency, 
however. It Is an example of an annualized approach. Thus It Is used In the 
examples below to show the range of REA Interest rates that could occur during 
FY 1984 using an annualized aooroach. 



REA Interest Rate Calculation for Six-Month Period 



REA 

Interest 

Rates 


Advances 


CBO 
Interest 


Loan 
Repayments 


Loan 
Approvals 


CBO 

Interest 

Rate 


6.5 - 


((550 


•••200 


-450) 


*550) 


X 12.0% 


7.7 - 


((700 


•^200 


-450) 


♦ 700) 


X 12.0% 


3.1 - 


((450 


•►200 


-450) 


♦ 700) 


X 12.0% 


9.0 - 


((700 


•►200 


-450) 


« 550) 


X 12.0% 


Conclusion 













The proposed Section 6 Interest rate formula Is technically and conceptually 
flawed In several major- ways: 

a. It simply does not work. I.e., It does not produce adequate 
Interest rates to result In Rind solvency. 

b. It would Increase RETRF dependence on fUnds from Treasury In 
the form of ever Increasing CBO- sales. 

c. It Is based on an annualized approach which can result In drastic 
swings In REA Interest rates from period to period based on the 
levels of advances and loan approvals and/or the administration of 
this formula. 
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Mr. Coleman. Mr. Belluzzo, that top line — excuse me — I am 
unsure exactly what the premises are on the top line. 

Mr. Belluzzo. The blue line, the top line premise 

Mr. Coleman. Is it blue or green? I can't see. 

Mr. Belluzzo. The top line premise is that the Revolving Fund 
rate would change from its current 5 to 9 percent. 

Mr. Coleman. A steady 9 percent? 

Mr. Belluzzo. A steady 9 percent, and of course that assumes an 
11 percent CBO rate for the next 35 years. 

The second chart is fairly simple and straightforward. It reflects 
what types of rates would be generated under these different op- 
tions. As you can see and as you know, over the last 10 years we 
have had a straight 5 percent rate represented by this dashed line. 
At the same time the CBO rates have varied fairly wildly, reaching 
a peak over 12 percent, and now are settling back down to about 
the 11.5 percent level as of yesterday's fixing. 

If there were no legislation, obviously the rates would stay at 5 
percent and the Fund would exhaust its assets by 2002. Under the 
option where we would set the rate at within about 2 percent of 
the CBO rate, the rate would go up to 9 percent and would stay 
there. The Fund would not go insolvent for the forseeable future. 
As far as our model will take us, the Fund retains its solvency. 

The solid line represents the same case as on the previous chart, 
where all we are doing is inserting the formula or the mechanism 
which is enclosed in section 6 of the proposed legislation. As you 
can see, the rates that are established go up a little bit early on — 
and some of this is a result of some technical assumptions we 
used — and eventually settle down below the 6 percent level for sev- 
eral years, until the 1990's, when according to this assumption the 
long-term notes become payable. At that point the rates begin to 
rise very rapidly, and spike up over the CBO rate, coincidental 
with the time when the assets of the Fund are depleted. Then, by a 
strange mechanism of the formula, even though appropriations 
would be necessary to keep a $1.1 billion program level, the rates 
would start to drop — the rates that the borrowers would be pajring. 

That is contrasted with, again, this dashed line which represents 
essentially full enactment of H.R. 3050: Full forgiveness of the $7.9 
billion, refinancing of CBO's. In this case the rates would stay 
below the 6-percent level past the year 2000. They would begin to 
rise as the larger CBO repayments became due. Eventually they 
would also spike above the CBO rate, and the assets of the Fund 
would be exhausted by 2017. 

Mr. Engush. Mr. Belluzzo. 

Mr. Belluzzo. Sir. 

Mr. Engush. I just want to ask one quick question. I assume 
that the degree you are talking about, all these figures would 
depend on the amount of money that is being borrowed. The less 
money borrowed, the less of a problem you have. Are you making 
your projections based on the amount of money that has been bor- 
rowed and loaned out by the REA for the last 2 or 3 years, or are 
you basing it on some maximum amount that should be, or could 
be? 

Mr. Belluzzo. Sir, this is based on a $1.1 billion annual program 
that does not grow. 
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Mr. English. How does that compare with what is happening 
now? 

Mr. Belluzzo. Over the last 3 or 4 years we have had no growth. 
If you want to look over the last 10 years, we have probably had 4 
or 5 or 6 percent annualized growth. 

Mr. English. What is the amount of dollars, that's what I am 
asking? 

Mr. Belluzzo. About $1.1 billion. 

Mr. English. OK. Thank you, Mr. Chairman. 

Are you sure of that, Mr. Belluzzo? Counsel here is suggesting 
that you haven't loaned out $1.1 billion. 

Mr. Belluzzo. Are you talking about approvals or advances? In 
advances we will put out about $900 million this year. 

Mr. English. Therefore, this is higher than what you have been 
putting out. Is that correct? 

Mr. Hunter. For this year. 

Mr. Engush. Your projections are higher? 

Mr. Hunter. The legislation has tied us to the $1.1 billion as 
being the authorized amount, and that is what we have loaned as 
far as the authorized loans. In some cases those moneys have not 
all been drawn down; the advances have not all been made. 

Mr. Engush. However, that is a maximum 

Mr. Hunter. This is the electric program combined with the tele- 
phone program. 

Mr. Engush. Yes, but that is a maximum, Harold, under the leg- 
islation, so then the projections and chart that you have are higher 
or greater than the projections that you have had for the last 2 
years. 

Mr. Hunter. No; this is the amount that we were authorized to 
loan and the amount that we did loan. 

Mr. English. You did loan that amount out? 

Mr. Hunter. Yes, sir. 

Mr. Jones of Tennessee. Mr. Hunter, it appears to the members 
of the subcommittee that your charts differ from the charts that 
you presented us here. 

Mr. Hunter. We have other charts which tell the same story, 
but in a different format. We will be glad to provide copies of these 
also. 

Mr. Jones of Tennessee. Well, that is what I am asking for. We 
would like to have the same information that you have there in 
order to be able to understand it a little more clearly. 

Mr. Hunter. We will provide this, Mr. Chairman. Also, we will 
be glad to discuss any of the details because it takes a little time to 
understand, to get into in-depth. 

Mr. Jones of Tennessee. Several members of the subcommittee 
have expressed a desire to see the full charts rather than the par- 
tial charts. 

Mr. Hunter. These charts we felt displayed our results in a visi- 
ble way a little better than the charts we have in your handout. 
However, there is no violation between the data encompassed in 
that material and the data that we have in here. 

Mr. Jones of Tennessee. Well, if you will provide us with your 
charts, we would appreciate it. 

Mr. Hunter. We will, sir. 

[The charts follow:] 
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Mr. Bedell. Would the chairman jrield? 

Mr. Jones of Tennessee. Yes. Mr. Bedell wants to be recognized 
at this point. 

Mr. Bedell. How did you determine the interest rates that you 
used for these charts? I am just reading the bill here and, as near 
as I can determine, the bill does not mandate interest rates. Do I 
misread the bill, or how did you determine rate? It says, "not 
greater than,'' and "the Administrator may,'* and so on. As near as 
I can tell, the Administrator has significant discretion. 

Mr. Hunter. The interest rates are determined by the formula 
which is predicated by the language of the bill. Actually, we visited 
with personnel within NRECA who had arrived at that language to 
begin with, and that was as early as June. 

Mr. Bedell. Well, is there agreement between those people and 
your department that the interest rates you have used are indeed 
the proper interest rates to use in making these projections? 

Mr. Hunter. Can you answer that? 

Mr. Belluzzo. I cannot speak for what the trade associations feel 
about these 

Mr. Bedell. You said you met with them. Did they agree with 
you or did they disagree with you. 

Mr. Belluzzo. We met with them in May. My feeling was that 
they understood what our problems were, what our concerns were. 
We walked through the printouts. We manually calculated some of 
the figures. I cannot speak for what was in their minds, of course. 

Mr. Bedell. All right. Thank you. 

Mr. Belluzzo. Exhibit 1, also in the attachment, provides some 
detailed information on 16 of the 100-plus runs that we did. In fact, 
you will find these particular cases included in the exhibit 1 detail. 
That detail shows some representative interest rates and it shows 
the amounts of CBO's outstanding at various points of time under 
a variety of different assumptions. 

You will note, by the way, that half of those cases have been run 
using an amortization of CBO's that has a slight salutary effect on 
the Fund, but essentially it has no real impact on the speed or the 
certainty with which the Fund goes insolvent. 

We also have the hard copies of the computer printouts that we 
used. We have a little sheet that describes how to decipher those 
particular printouts, for anybody who is daring enough to want to 
try to work through that. It explains the assumptions that ^e have 
used. I am certainly willing to explain that to anyone. The question 
of assumptions is fairly important. We had to make certain as- 
sumptions about how the formula would work in practice. 

Mr. Jones of Tennessee. Can you make that available to the sub- 
committee? 

Mr. Belluzzo. Absolutely. 

Mr. Jones of Tennessee. We need it as quickly as possible be- 
cause we are ready to mark up a bill, and we need to have that as 
soon as possible. 

Mr. Belluzzo. Certainly. We brought it with us today, sir. 

Mr. Stenholm. Mr. Chairman. 

Mr. Jones of Tennessee. Mr. Stenholm. We are all going to get a 
chance to question in just a moment. 

Mr. Stenholm. Later? OK. 
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Mr. Jones of Tennessee. Go ahead, if you have something you 
want to say. 

Mr. Stenholm. No, Vl\ wait. 

Mr. Jones of Tennessee. Mr. Belluzzo, you may proceed. 

Mr. Belluzzo. Thank you. 

Page 3 of the testimony attachment also describes, for your infor- 
mation, the wide range of rates that one can get, depending on how 
poorly one estimates some given element of the Fund, of the formu- 
la, or how consciously one wants to manipulate the rates upward 
or downward. That is essentially an inherent flaw in any semian- 
nual or annually based formula such as the one proposed in the 
section 6 mechanism. 

In summary, gentlemen, as we view it from an anal3rtical stand- 
point at least, the language of section 6 creates a formula. We are 
as confident as we can be that the formula we have used in our 
modeling is an accurate representation of what was intended or 
what is intended in the H.R. 3050 language, particularly — as Mr. 
Hunter mentioned — since we have discussed our interpretation of 
the language with staff from the trade associations. As a general 
rule, gentlemen, that formula fails to result in Revolving Fund self- 
sufficiency for the simple reason that it fails to set Revolving Fund 
rates high enough, early enough. 

Mr. Hunter. Mr. Chairman, we will leave that subject for just a 
moment. We need to speak about the guarantees themselves. The 
1973 act envisioned interest rates on loan guarantees and CBO's 
which would reflect the rates paid by the Federal Government for 
Treasury borrowings of comparable maturity. Recent high interest 
rates have resulted in correspondingly high CBO rates, and may 
result in some high-rate loan guarantees. 

The bill before us provides for penalty-free, one-way, downward- 
only refinancing of CBO's and loan guarantees. The only types of 
situations where these provisions do not result in increased costs to 
the Government are where the Government's cost of borrowing 
rises to 15 percent and remains there indefinitely. In any case 
where interest rates follow a downward trend or a more traditional 
cyclic pattern, the cost to the Treasury of these refinancing provi- 
sions will be far greater and more immediate than the forgiveness 
of the $7.9 billion in long-term notes. 

Another major problem with the proposed legislation relates to 
changes in REA lien accommodation and subordination policies. 
Those changes could essentially require REA to subordinate its 
liens for virtually any reason requested by the borrower. We be- 
lieve that our primary fiduciary responsibility is to assure the secu- 
rity of loans that we make. We also believe that we should not 
allow our security to be diluted by subordinating or accommodating 
our lien to support ventures not otherwise fundable under the act. 

Another major problem is the requirement that REA guarantee 
third party the National Rural Utilities Cooperative Finance Cor- 
poration, or CFC, debt. This provision will only make cooperatives 
more reliant on Federal Government credit guarantees. Further, 
since States and municipalities are eligible borrowers, the language 
in section 7 of the bill would be interpreted to require REA loan 
guarantees for tax-exempt obligations such as municipal or State 
bonds. According to the U.S. Treasury, Congress has enacted some 
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24 statutes which preclude Federal guarantees of tax-exempts since 
1970. Therefore, we strongly oppose this provision. 

Quite frankly, we believe that the framers of the bill did not in 
all cases realize the true extent of the giveaways and the forgiven- 
esses contained in those provisions; the costs of those giveaways 
and forgivenesses to the Government and to taxpayers and to 
future generations of rural electric and telephone consumer/sub- 
scribers; and the extent to which this legislation makes the borrow- 
ers look like they are seeking an unwarranted, extremely costly 
handout. 

The major effort of our testimony before you this morning is for 
the purpose of clarifying and identifying what this bill actually 
does. There is major confusion about it. I find this to be true in 
many areas. Some of that confusion relates specifically to the notes 
that we have discussed, that have been referred to earlier in other 
testimony, and I would like to take just one moment and somehow 
graphically show a little bit of the difference that is involved and 
what sometimes is thought about regarding these particular notes. 

Let us assume that my microphone is REA. Let's also assume 
that these cups sitting here — and I shouldn't have put them upside 
down, that doesn't infer too well, let's put them right side up — that 
those cups are REA borrowers. Let's think about the borrowing, 
the lending, the negotiation that takes place between our borrow- 
ers and REA. Our borrowers have a tremendous reputation. It may 
be unique in Federal Government that less than $50,000 has ever 
been forfeited in the 48-year history of this great agency. 

Our borrowers repay their debts, which consist of notes that exist 
here. But those are not the notes that we are talking about when 
we talk about forgiving $7.9 billion. Put that completely out of your 
minds, if you will. The notes we are concerned with are those notes 
that are owed by REA — this entity sitting up here in the middle of 
all this action — to the U.S. Treasury. They are real notes. They 
consist of some 38 legal documents, each one of them a signed docu- 
ment representing so many dollars that come due on a certain 
date, bepnning 1993 and ending in 2016. 

These notes represent the negotiations that took place between 
REA and its financier, the U.S. Treasury; which represents this 
country — not just rural America, but the country as a whole. These 
were not moneys that were appropriated. These were moneys that 
were loaned to REA. That is on the record. Everything we are 
bringing to you is factual because we think that you need facts; you 
need a true understanding of what this legislation does in order to 
consider it. 

I am convinced that we need legislation. I agree completely that 
we need to deal with the needs of the REA Revolving Fund in the 
future. But we need to do it in a knowledgeable way so that we 
don't again — as was done in 1973, very innocently — set up dynam- 
ics that didn't work. There was no flexibility in the interest rate to 
accommodate the unforeseen radical increase in the cost of Treas- 
ury borrowing. 

We believe that when one considers the value of the many Feder- 
al benefits already provided to cooperatives — subsidized direct 
loans, 100 percent loan guarantees, tax-exempt status, tax-exempt 
municipal bonds for pollution control equipment, incentives for 
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safe-harbor leasing, even though most cooperatives have been tax- 
exempt, and preferential access to low-cost Federal power — ^the pro- 
posal before us represents a major increase that is neither justified 
nor consistent with the goal of the 1973 Rural Electrification Act 
calling for greater borrower reliance on private credit. 

This proposal is an overreaction to a potential future problem; a 
real problem in the future unless something is done with the Fund. 
Therefore, we strongly oppose the legislation as it is written. We 
appreciate this opportunity to be heard by your committee and by 
you, Mr. Chairman. Naturally, we would be pleased to answer any 
questions, and bring any further enlightenment to the bill that we 
can. 

[The prepared statement of Mr. Hunter appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Hunter and 
Mr. Belluzzo, Frank, Mr. Van Mark. 

Governor Olson, if you will come back to the witness table now, 
we will give an opportunity to the members of the subcommittee 
for questioning. We will do it all at one time. 

Did the Governor leave? Well, we will proceed with the witnesses 
we have. 

We will be under the 5-minute rule so everybody will get an op- 
portunity to ask questions. The Chair yields to Mr. Coleman, the 
ranking minority member of the subcommittee, for 5 minutes. 

Mr. Coleman. Mr. Hunter, on page 3 you indicated — I believe in 
answer to a question that I asked Mr. Belluzzo to clarify — that the 
assumption is a 9 percent constant interest rate, an increase to 9 
percent. Is that based upon combining telephone and electric bor- 
rowings? Mr. English was asking a question about the growth, and 
that combines the two, so 

Mr. Hunter. The $1.1 billion we refer to as the level of the pro- 
gram does combine both electric and telephone. 

Mr. Coleman. Your 9 percent, which is that constant line there 
on your chart, is more than a break-even point; is it not? 

Mr. Hunter. That is right. Incidentally, to clarify, that 9 percent 
is an assumption. Assuming that the CBO rates stay at 11 percent, 
that would trigger a 9-percent level, which is within 2 percentage 
points of the cost of Treasury borrowing. Actually, the rate will 
vary up and down, but for this display and demonstration we as- 
sumed that that level of interest on Treasury borrowing stayed at 
that 11-percent level. 

Mr. Coleman. Now on page 2 of— I am not sure what you call 
this, but it is after your charts and your testimony, when you talk 
about the formula — you come up with a 5.9-percent figure. Maybe 
Mr. Belluzzo wants to answer this. I am not sure. What does that 
represent, the 5.9 percent? 

Mr. Belluzzo. It is only an example, as it states right there. 

Mr. Coleman. An example based upon today's reality? 

Mr. Belluzzo. An example based on what we think the lo€m ac- 
tivity is going to be in 1984, $1.1 billion; an anticipated CBO inter- 
est rate of about 11 percent; anticipated CBO interest expense, 
which is something we can estimate very closely at about $400 mil- 
lion. 
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Mr. Coleman. What do you anticipate there or what is part of 
that formula as far as the borrowing fund interest rate? Is that at 
5 percent or as under the bill? 

Mr. Belluzzo. The whole point of this little formula is to demon- 
strate how you would use these various factors, these elements as 
they are described in the legislation, in section 6, to derive the for- 
mula. 

Mr. Coleman. All right, so we come out with a 5.9-percent bor- 
rowing? 

Mr. Belluzzo. Yes, sir. 

Mr. Coleman. Is that a break-even figure? 

Mr. Belluzzo. No, not at a $l.l-billion level, program level, over 
any number of years. 

Mr. Coleman. Is that part of your declining chart, then? It is not 
a break-even figure; it is too low, you say. 

Mr. Belluzzo. Yes. 

Mr. Coleman. Nine percent would be the break-even figure. 

Mr. Belluzzo. Well, not exactly 9 percent. I think the rate that 
we used up here — excuse me — is an 8.6-percent effective rate. This 
would be the standard rate that we would charge most borrowers. 
There would be, as in the past, some amount of discretionary loan 
activity which would bring down the effective interest rate, the 
total, melded rate that we are charging the borrowers. 

Mr. Coleman. We need truth-in-lending here for this committee, 
I think. [Laughter.] 

I just want to make sure I understand that your 9 percent that 
you suggest as the answer to this problem is not the same as the 
break-even point of your 5.9 under current circumstances. They are 
different. They are not the same break-even points. 

Mr. Belluzzo. That is correct. 

Mr. Coleman. Do you know what the impact of a 9 percent bor- 
rowing rate would be upon consumers? What is the impact to the 
local consumer? 

Mr. Hunter. Mr. Coleman, that would vary, naturally, with the 
borrower, with the system it was applied to. However, there is a 
rule of thumb that we have come to recognize as applying in most 
cases, and that is that for every percentage point increase in the 
interest rate being charged, you will see an increase to the borrow- 
er out at the end of the line of approximately half a penny a day. 

Mr. Van Mark. That is the residential consumer. 

Mr. Hunter. Yes, on the residential consumer. 

Mr. Coleman. Now you testified that you recognize there is a 
problem here. I mean, sdl your charts and graphs and information 
indicate that, and yet I have not received any proposals from the 
administration. You knew about this problem. Why don't you pro- 
pose something to do something about it? 

Mr. Hunter. We felt that our responsibility here in this hearing 
was to address ourselves to the legislation that is before you. We 
have tried to analyze the capabilities of that legislation to deal 
with the problem. 

We have pointed out that a greater escalation or increase in 
those interest rates is needed to assure the longevity and the effec- 
tiveness of the Fund. We have addressed ourselves to philosophical. 
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conceptual answers or suggestions rather than to legislation at the 
present time. 

I will be frank with you. The adminstration has not agreed upon 
a legislative package at this time. 

Mr. Coleman. Mr. Chairman, I see my time is up. Thank you. 

Mr. Jones of Tennessee. Thank you very much, Mr. Coleman. 

The Chair recognizes Mr. Stenholm for questioning for 5 min- 
utes. 

Mr. Stenholm. I want to go back to the chart and, Mr. Belluzzo, 
your interpretation of section 6 on page 5. I read this, and I will 
just read it straight out of the bill: 

Such rules and regulations shall provide that the standard rate for each account 
shall be that rate not less than 5 per centum per annum that would produce from 
loans, other than special rate loans, approved from that account during a given 
period, interest income equal to but not greater than the amount of anticipate in- 
terest expense on the account's obligations, interim notes, insured notes, and Certifi- 
cates of Beneficial Ownership required to be issued or sold during such period to 
cover loan advances and interest expenses. 

Now when I read that, I don't get the same interpretation that 
you showed us on the chart that you have here, which we don't 
have in the testimony that you provided. Therefore, would you go 
back over that again to try to explain to me how this language is 
going to produce that rate, or what interpretation of this language, 
Mr. Hunter, would give those results. 

Mr. Hunter. Can you touch on the technicalities on it, and then 
I will touch on the general? 

Mr. Belluzzo. OK. As you properly read the language, and as 
you can tell from the language, it specifies the types of elements 
that will be considered in calculating the Fund. It says the Admin- 
istrator may set rates at such-and-such levels but then it goes on to 
describe, in fairly specific detail, the elements that will be used in 
setting the interest rate. 

It describes in very specific detail what that interest rate is to 
accomplish. The interest rate is to accomplish the receiving of in- 
terest amounts equal to but not greater than the amount of inter- 
est expense that the Fund will incur through the sale of CBO's, es- 
sentially. That is basically what we are tallung about. 

You can look at that in only a couple of different ways from a 
mathematical standpoint. Eventually you have to reduce this type 
of language to a mechanism, to an approach that you would use 
administratively to set what those interest rates are, to assist the 
Administrator in deciding what kind of rate to set up for a given 
period of time. The way you do that is to attempt to reduce it to a 
formula. Sometimes you cannot make a formula out of a piece of 
legislative proposal. 

In this particular case, if you look at it and you look at the way 
the various components fit together and are stated here in this sec- 
tion, you end up with a formula. You end up with a formula which 
is intended to produce interest on the money that we lend out from 
the Fund equal to the interest expense that the Fund incurs in its 
sale of CEO's. 

Mr. Stenholm. Are you assuming the 5 percent is a ceiling or a 
floor? 
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Mr. Belluzzo. It is a floor, absolutely, a floor. That is what it 
says. 

Mr. Stenholm. Your explanation sounds like you have assumed 
in your chart that it is a ceiling; that it is not to be adjusted in the 
same manner that you are suggesting in the legislative proposal 
that you don't have to make to us today. 

Mr. Belluzzo. Tm sorry. I am not following the point. The rates 
that are generated by the use of this formula 

Mr. Stenholm. This chart, right here. 

Mr. Belluzzo. Right. These rates are the rates that are generat- 
ed when you apply the formula contained on the next page to a 
$1.1 billion program that doesn't change in size over the years, as- 
suming an 11-percent CBO rate. Those are the rates you get when 
you apply this formula to those numbers. 

Mr. Stenholm. OK. I think I am going to have to study your tes- 
timony and your explanation that you have a little bit more. I just 
don't follow you. 

Mr. Hunter. Mr. Stenholm, I believe you will note that the in- 
terest rate that is indicated on the chart is more than 5 percent, so 
this does generate an interest rate of more than 5 percent as we 
see it. However, we don't think it is sufficiently more than 5 per- 
cent to meet the long-term needs of the program. 

Mr. Bedell. Would the gentleman yield? 

Mr. Stenholm. I would be happy to yield. 

Mr. Bedell. I think the gentleman is talking for all of us. If the 
law says that he is suppos^ to charge interest rates equivalent to 
cover all the interest expense, then it would appear to us that the 
formula would be such that it would cover the interest expense. 
Apparently you have some complex formula that says that it would 
not. We need to know why that discrepancy exists, I think. 

Mr. Hunter. I think the discrepancy relates to the fact that 
there are other expenses that the Revolving Fund is responsible 
for, other than merely paying the interest expense. 

Mr. Bedell. Oh. 

Mr. Stenholm. However, is there anything in this language that 
would preclude that other expense from being charged and figured 
into an interest? 

Mr. Hunter. I believe there is. 

Mr. Belluzzo. The definition of obligations is very specific, fur- 
ther down in the language, very specific in terms of what you can 
consider and cannot consider in setting the interest rate. For exam- 
ple, the definition of obligations does not provide for principal re- 
payment — on CBO's, that is. It does not provide for repayment of 
the long-term notes. It gives a specific definition of obligations, a 
limited definition of obligations. 

Sir, the formula that is derived does eventually jdeld — if you am- 
ortize CBO's — interest income which matches interest expense, 
almost to the dollar. However, the problem is that while that 
sounds good conceptusdly, when you actually model it out, when 
you apply it to the existing condition of the Fund, the mere break- 
ing even on interest rates is not sufficient to halt the deterioration 
of the net notes receivable of the Fund. 

We are not starting all over with a brandnew Fund today in 
1983, fiscal year 1984; we have some large amount of obligations 
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that we are carr3dng forward from the past. They are fairly expen- 
sive obligations, and unless you do something to begin to address 
those older obligations, simply collecting enough money to match 
interest expense in the future does not pull the Fund around rapid- 
ly enough. 

I can understand the concern you have. Conceptually, if interest 
paid matches interest received, one would think that that will rally 
the Fund. It doesn't work that way in practice, when you plug the 
numbers into the Fund in the context of 10 years of obligations 
which the Fund has already incurred. 

Mr. Stenholm. Mr. Chairman, our time has expired. I have some 
additional questions I hope I will get after everyone else has had 
their opportunity, but I just want to point out that the language to 
me is very clear as to what we intend by this bill. The interpreta- 
tion of the computer model is different from this, and I think we 
need to focus on that. 

Mr. Jones of Tennessee. Thank you, Mr. Stenholm. I think your 
message is real clear. 

The Chair now recognizes Mr. Skeen for 5 minutes. 

Mr. Skeen. Thank you, Mr. Chairman. 

I was very interested in the model that you had with the cups 
and the microphone and the pitcher over there. 

Mr. Hunter. I felt that this was very sophisticated, Mr. Skeen. 

Mr. Skeen. I like those sophisticated illustrations. I understand 
them. 

What bothered me about the illustration, however, was the fact 
that that consumer over there is the one that is eventually going to 
have to pay this if it is not forgiven, and there is $7.9 billion of 
indebtedness that has been incurred. My question is, why has there 
not been any attempt between Treasury and REA to do something 
about this before it got into the position that it is in now, if the 
consumer has been paying and doing their part? Evidently there is 
some interpretation in the way the law has been administered. I 
would like some comment on that. Then I have one other question 
and I will leave you alone. 

Mr. Hunter. Mr. Skeen, the first problem was created by the 
failure to anticipate that interest rates would rise so much higher 
than that 5-percent level. The 5-percent interest rate is set by law, 
by statute, so REA cannot address that. 

Mr. Skeen. Therefore, as Mr. Belluzzo says, it is a floor, then. 

Mr. Hunter. It says it is the amount that will be charged, by 
law, by the definition we must live with. 

Mr. Skeen. That is the problem. 

Mr. Hunter. The other two thing that would be an approach — 
one would be to reduce the level of the program. I know this 
sounds controversial but, again, we know — we don't guess, we 
know — that there are additional moneys available for our borrow- 
ers in the private sector. They would cost somewhat more but, 
again, that would be in the interest of the long-term viability of the 
Revolving Fund. 

The second thing is that until only about 2 or 2y2 years ago REA 
could have addressed the adjustment of our ratios and criteria by 
which these loans are made. But at that time there was language 
added to the appropriation bill which denied REA the opportunity, 
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the privilege of making any adjustment in the ratios and criteria 
which determine how those loans will be divided and allocated. 

These are opportunities or options which would have been ours, 
but they were denied to REA as a route that we might pursue. 

Mr. Skeen. Therefore, what you are saying is, you have been sty- 
mied by your statutes involved with the administering of these 
kinds of loans, and it all falls back, then, to the Congress that has 
not had the kind of flexibility to come forward with a solution. 
What we are trying to do now is approach this problem after it has 
generated to this point. 

Mr. Hunter. I commend the Congress for participating in the de- 
velopment of a vehicle which could be used to address this prob- 
lem. I recognize that while the studies were going on, there was 
some rationale in sajring, "REA, leave it alone for a while. Let our 
people take a look at it. Let some studies be made. Let some pro- 
posals come forth." 

Now the proposal is brought forth. We are tr3dng to help in the 
ansdysis of that proposal, and that is the purpose of our response to 
the committee. 

Mr. Skeen. Thank you, Mr. Hunter, but there is one last part of 
this debate that interests me very much. I notice that in the argu- 
ments put forth by all sides of this thing, that there have been sev- 
eral articles generated or several hypotheses advanced about who 
gets more aid, the privates or the co-ops. I would like to have your 
comment on those because there are some very interesting com- 
parisons being made, and I would like to have your response. 

Mr. Hunter. I believe that you can get any answer to that, Mr. 
Congressman, that you want to get. There are answers given by 
some 

Mr. Skeen. Depending on whose experts you have? 

Mr. Hunter. It depends on what expertise you lean upon. The 
calculation of the value of those comparable subsidies you speak of 
is not a simple matter. It can be based on various assumptions or 
various involvements. 

Let me surest that I leave for the committee a document which 
is entitled, 'The Management Report." It is a clipping or a photo- 
copy from Electrical World of August 1982, and it quotes a Mr. 
Pace. Mr. Pace agrees rather vehemently with some of the figures 
that would indicate that the investor-owned utilities are getting a 
greater subsidy. 

I don't argue the point. That is not the point I am tr3dng to 
make. The point I am making is that this is not a simple question 
that can be answered in a simple way. 

We sdso have a document here prepared by the Congressional Re- 
search Service which, of course, answers to you folks yourselves. It 
addresses the question of which are the larger subsidies, the elec- 
tric utilities or the rural cooperatives. Again, I would like to leave 
that for the committee's review. 

Then I have a third item here that comes from the Office of 
Management and Budget. That is not a very popular word around 
here but, again, they have a differing position. 

Therefore, this is not an easy thing to answer. I don't think it is 
a clear-cut issue. It depends upon which values you are going to 
put on which types of assistance from the Federsd Government. 
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Mr. Skeen. Thank you, Mr. Hunter, and thank you very much, 
Mr. Chairman. 

Mr. Hunter. Mr. Chairman, I request that these become a part 
of the record. 

Mr. Skeen. I, sdso. 

Mr. Jones of Tennessee. Without objection, we will place them 
on exhibit, Mr. Hunter, rather than to make them a part of the 
record. Without objection, we will do that. 

[The material is held in the committee files.] 

Mr. Jones of Tennessee. The Chair now recognizes Mr. English 
for 5 minutes. 

Mr. Engush. Thank you very much, Mr. Chairman. 

Harold, I think that is important; I think it is very important. 
The figures that I have with regard to investor-owned utilities with 
accelerated depreciation and investor tax credit show that they in 
effect got a subsidy of about $3.6 billion annually, about what it is 
running now. As far as publicly owned utilities, on tax-exempt 
bonds they are getting a subsidy in excess of $330 million. 

I think it is very important because the question is whether we 
are going to treat the REC's equally. I think that unless we are 
willing to wipe out those benefits for those two areas — for public 
utilities as well as for the investor-owned utilities — obviously there 
is a tremendous inequity. I think there has been an image created 
that it is the REC's that are getting all the benefits. That is where 
it all comes down, and I think that it is very important to make 
the record clear in that particular case. 

The words you mentioned throughout your testimony, Harold, 
were forgiveness and giveaways. Those are big, big terms, and they 
certainly conveys, contrary to this image, that the REC's are get- 
ting all the benefits. Is it your understanding that this proposed 
legislation in effect tells the REC's they don't have to pay back this 
$7.9 billion that is mentioned? They don't have to pay the Govern- 
ment that money? 

Mr. Hunter. Absolutely not, Mr. English. That is the purpose of 
my going into my very crude demonstration here of where the bor- 
rowings take place between REA and the rural electric co-ops. Cer- 
tainly the co-ops have an admirable record, and I think they will 
continue to have that record. They believe in pajring their debts, 
and I think that is going to happen. 

However, we are talking about loans that are not those loans. 
The loans that I am speaking of, and that are referred to in this 
bill — the $7.9 billion — every dollar of that was borrowed from the 
U.S. Treasury by REA, not by the borrower but by REA. 

Mr. Engush. That is the point I wanted to make, Harold, be- 
cause I think it is critical. What we are talking about is going from 
one pocket of Uncle Sam's to another pocket of Uncle Sam's. They 
are Doth Government organizations, both part of the Federal Gov- 
ernment, all a part of the administration. You are simply shifting 
from one pocket to the other. 

The real question is, it appears to me, is it important which 
pocket it is in, or is the impact we might have on the ability to 
fulfill that great promise that we made with the formation of the 
REA back in the 1930's important? Are we going to be able to con- 
tinue to carry out that promise? 
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As I pointed out in my opening statement, the U.S. Government 
in the last few years has placed some pretty heavy burdens on the 
generation of electricity, and we are getting ready to place a very 
heavy burden as far as telephones are concerned. Certainly the re- 
quirement in Oklahoma and elsewhere, to meet pollution stand- 
ards, to provide new generating plants, is increasing this burden. 
In some cases it has simply gotten to the point that people cannot 
stand it. 

What is being suggested, if I am catching the thrust of your testi- 
mony, is to go beyond that, to increase that burden, to heap even 
more of a problem on that user of rural telephones and rural elec- 
tric, and that is where the real question comes down on what we 
are going to have to do on this legislation: Are we going to deal 
with and make a philosophical shift? Are we going to turn away 
from that commitment that was made in the thirties, or shall we 
continue to go down the line? Shall we focus upon which pocket 
Uncle Sam has his money in, or are we going to focus on the 
impact that it has upon those rural users? 

Harold, with regard to this, recently in the projections you were 
making on some very high interest rates — 11 percent or more — 
those are rates that are charged by the Federal Treasury to the 
REA, are they not? 

Mr. Hunter. That is right. Correct. 

Mr. Engush. Then what you are mentioning here is the rate 
that one Government organization is charging another Govern- 
ment organization. 

Mr. Hunter. What the Treasury is charging is the cost of its bor- 
rowing. Therefore, it represents the fact that they act as an agent 
for REA, to go to the public and private sector to borrow some 
money or to achieve some moneys that can be used for REA pur- 
poses. 

Mr. Engush. Those interest rates increased, about what period? 
They went up rather substantially — when — 1980, 1981? 

Mr. Hunter. They went up substantially during the last 4 or 5 
years. They have decreased during the last couple of years. 

Mr. Engush. However, 1980 is whenever the big increase took 
place, and the projections that you are making here are based on 
those higher interest rates of the last couple or 3 years, are they 
not? 

Mr. Hunter. They are based on the current rates, Mr. English, 
that REA is now pajring to the U.S. Treasury. Incidentally, those 
rates are less than they were some year or year and a half, 2 years 
ago. 

Mr. Engush. But, the point is, the problem comes on the interest 
rate that the Treasury is charging the REA. That is what causes 
the difficulty for the REA. It is not a question of paying back the 
$7.9 billion, is it? 

Mr. Hunter. The problem relates to what interest rates are in 
the general money market, because that determines what Treasury 
is paying for its money that it borrows from the private sector. 

Mr. Engush. Bringing that back to the private sector and com- 
paring that to the manner in which the Federal Government is 
subsidizing those investor-owned utilities to the tune of $3.6 billion 
a year, and the public utilities at $331 million a year, we find that 
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outrageous subsidy that we are talking about here is a very small 
amount of $83 million, which makes the Federal Government's sub- 
sidy to the REC's by far the smallest of any of the utility compa- 
nies that we are subsidizing. Wouldn't it be more consistent, if we 
feel like we ought to raise interests rates, for you to come up and 
testify, and say, "If we are going to raise interest rates, then the 
Congress ought to wipe it out for everybody else, too." 

Mr. Hunter. The proper position I believe this Administrator 
ought to take is to pursue knowledgeability about this piece of leg- 
islation. This will assure that what we do will, in fact, continue the 
concepts and the thoughts and the philosophy that have been ex- 
pressed by the Congresses of the past, particularly in 1973 when 
the Revolving Fund that we are dealing with now was set up. At 
that time the tenor of all of the congressional discussion, of every- 
thing that was said and that became a part of the record, indicated 
that the free use of that $7.9 billion which was given to REA by 
the Congress at that time, was intended to create a Revolving Fimd 
which would have the capability to perpetuate itself. 

Mr. Engush. I would think, Harold, that the Administrator of 
the REA would be far more concerned with equity and fair treat- 
ment to rural people. That is what I would think that he would be 
focusing his attention on. 

Mr. Hunter. I think the fairest thing that could be done for the 
rural people that are interested in rural electric and rural tele- 
phone service is to have a Revolving Fund which will actually func- 
tion. That is our purpose in joining with you in our studies and 
analysis of this legislation. 

Mr. Engush. Thank you. 

Mr. Jones of Tennessee. Thank you, Mr. English. 

The Chair now recognizes Mr. Robin Tallon for 5 minutes. 

Mr. Tallon. Thank you, Mr. Chairman. 

I want to follow this same line of questioning of Mr. Skeen and 
Mr. English. Mr. Hunter, as Administrator of the Rursd Electrifica- 
tion Administration — I think this fairness issue, and I think that is 
what we have been talking about, is very important to me — your 
opposition to the bill H.R. 3050 bothers me, quite frankly. I don't 
mind talking about Federal assistance, but when we look at the 
utilities — the municipal, the investor-owned, and the co-ops— ^o we 
have an equitable situation to protect the interest of our rural 
people? 

I know that we are all aware of the critical financing assistance 
that the rural electric systems receive through REA, but don't the 
publicly owned utilities receive Federal assistance through t€«- 
exempt financing, and investor-owned utilities by retaining Federal 
tax dollars? That is the question. 

Mr. Hunter. Mr. Congressman, I hoped I had made the point a 
while ago that you can look at almost any statistics you m^ht 
want to, and find different conclusions. I can't help but feel that 
one of the best that we might look at for your purposes would be a 
review made by the Congressional Research Service. It is dated 
February 1983, which becomes about as current as anything that 
we can find. 

Just to make a point and to read one summation, in the last 
paragraph it states, "As stated, the results of this analysis" — ^again, 
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made by the Congressional Research Service — "support the conclu- 
sion that ruraJ electric cooperatives currently receive larger subsi- 
dies from the Federsd Government through tax-exempt status and 
borrowing subsidies than the investor-owned electric utilities re- 
ceive through the investment tax credit and accelerated depreci- 
ation." Therefore, I don't see it a point that we should argue be- 
cause of the complexities and the difficulties of measuring the var- 
ious types of assistance. 

Now, then, let me also assert that personsdly, being from rural 
Oklahoma, I believe strongly that there is justification for the sup- 
port through REA to the electric and telephone industries in rursd 
America. I think it is in the best interests of this Nation as a 
whole. But I think we need to be out in the open, above board, and 
do everything we can to bring out the facts and the substance of 
what we are dealing with in this legislation. We must make sure 
that it reaches out beyond our immediate need and also takes care 
of the need down the road. 

Now, as we analyze what has happened since 1973, it doesn't 
take an expert to recognize that the disparity of interest rates cre- 
ated the problem we are dealing with now. It becomes basic, then, 
to at least look at an adequate establishment of those rates to deal 
with that same problem. 

Again, I think you would need to measure it by the impact that 
it has on the user at the end of the line. Certainly at the present 
time that user is under stress. The farmer, the agricultural indus- 
try, is in trouble, so it is not a good time to hit him. However, let's 
come back to this, and again I must call it forgiveness because it is 
a forgiveness of some specified notes that I have looked at and I 
have seen the list of them. The forgiveness of that $7.9 billion does 
not render one iota, 1 penny of benefit to the REA or to its borrow- 
ers until the year 1993. If there is going to be an adjustment in 
that commitment down the road and there happens to be a need 
for it in 1993, why should we not leave it to the wisdom of those 
Congressmen at that time to deal with that option, whatever they 
want to pursue? 

Mr. Tallon. Mr. Hunter, I feel like we need to deal with this 
now. We recognize we have a problem. Of course, the publicly 
owned utilities certainly have had the same type problems with in- 
creased interest rates and increased fuel costs. I believe Mr. Eng- 
lish stated that investor-owned utilities retained $3.6 billion in 
1981, in amounts collected for the payment of Federal income 
taxes. Now I ask you, isn't that amount of Federal assistance far in 
excess of any measure of that provided to the REA's? 

Mr. Hunter. All I can do is read a report from the Congressional 
Research Service which says that the investor-owned utility sup- 
port was less than that given to the rural electric co-ops. I think 
that that can be analyzed in many, many ways, but I think there is 
a legitimate difference of opinion here. 

Mr. Tallon. My time is up. 

Mr. Jones of Tennessee. I am sorry. The gentleman's time has 
expired, and we have a vote on the floor of the House. I am going 
to yield to Mr. Bedell for a question. 

Mr. Bedell. I will just take a few seconds. The first question I 
would ask. Will you furnish us with the additional costs that you 
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used in your formula that are not included in the bill, as per the 
question by Mr. Stenholm? 

If you can answer that yes, we would like to have you do it. We 
are short on time. 

Mr. Naylor. Your statement isn't quite accurate. I think we 
need to be clear that we followed exactly the conditions in the bill. 

Mr. Bedell. We want to know the extra cost in addition to inter- 
est that you think should be included in the formula if you are 
going to have the account balanced. Is that clear? 

Mr. Naylor. Yes, sir. We can provide that. 

[The material follows:] 
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Inquiry From Congressman Bedell: H.R. 3050 Section 6 Interest Rate Formula 



The Bill provides that the standard rate shall be that rate which would 
produce, from loans approved during a given period, interest Income 
equal to the amount of anticipated interest expense on the RETRF's 
obligations "required to be issued or sold during such period to cover 
advances and interest expense: Provided, That the amount of such 
obligations to be issued or sold for such purposes shall be determined 
by deducting the sum of principal and interest receipts from the sum 
of loan advances and interest expenses on outstanding obligations of 
the account during such period." 

We assume that the intent of the Bill is to establish a fund which 
will not require future subsidies (e.g. a fund in which assets will at 
all times at least equal liabilities and all obligations will be met in 
a timely manner). In considering why the formula does not work, it may 
be useful to note that the borrowing activities of the RETRF do not mirror 
the lending activities because: 

(1) REA makes loans which have a 35 year maturity with level debt 
service while REA borrows funds under notes (CBOs) which have 
a 30 year maturity with no amortization of principal; 

(2) Consequently, during a given period, there is no correlation 
between either interest payments or the maturity of principal 
on REA loans and on CBO sales (i.e. since REA loans provide 
for amortization of principal while CBOs do not, REA may 
receive principal repayments from loans without having to make 
a corresponding principal payment on CBOs), and total interest 
payments on a given CBO are higher over the life of the CBO 
than the total interest receipts of the loans corresponding 

to that CBO; 

(3) REA therefore may make advances on new loans from either the 
a) sale of CBOs or b) those interest and principal receipts 

of the RETRF which remain after interest payments on outstand- 
ing CBO's or c) from a combination of CBO's and receipts. 

The standard rate formula is based on the interest expense on CBOs sold 
during a given period to fund advances after deducting receipts. The 
formula anticipates that advances will be funded from CBO's and from 
receipts. However, the formula is calculated solely on the basis of 
interest expense on the CBOs issued during the given period. No inter- 
est is imputed to advances made from receipts. Thus, the net receipts 
component of the advances is advanced free of interest to borrowers 
thereby reducing the interest on loans to borrowers at the same time 
expenses (principal and interest) associated with outstanding CBOs will 
continue to accrue. To make these payments, it will be necessary for the 
RETRF to borrow additional amounts in the future through the sale of CBOs. 
This depletes the assets of the RETRF. Thus, the standard rate formula 
results in a low interest rate which will cause the continued depletion 
of the RETRF and its ultimate insolvency. 
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It may not be a simple matter to correct the problem. The problem can 
be viewed as a failure to Impute Interest on advances made from receipts. 
But what Interest should be Imputed? That question can only be answered 
by clearly defining the long term objective of the RETRF. Possible 
objectives to be considered Include: 

(1) to establish a debt free RETRF at some date In the future 
(this builds the equity of the fund but raises questions 

as to how quickly Interest rates should be Increased to meet 
that goal: It also requires a limited lending program); 

(2) to assure that assets are sufficient to meet liabilities 
(this eliminates the existing equity of the fund but raises 
questions as to how fast that equity should be eliminated, 
i.e. how quickly should rates be Increased); and 

(3) to maintain current equity (this might be accomplished by 
simply adopting the Treasury cost of money rate) . 

While theoretically It is possible to construct a formula to achieve 
the selected objective, most such formulas contain inherent problems 
with definitions and Interpretations as well as the possibilities for 
error. Therefore, perhaps it is better to simply select an Interest 
rate which is tied to the Treasury rate and which will achieve the long 
term objective. It is Important to note that an Interest rate which is 
tied to Treasury may nonetheless provide for a gradual Increase to lessen 
the immediate Impact (i.e. Treasury less 6% through 1986, Treasury less 
4% through 1988, etc). It should also be noted that the lending level 
may play a key role in the condition of the RETRF and therefore it may 
be necessary to consider establishing a statutory annual lending limit. 

Mr. Bedell. OK. That is what we want, I think. We are short on 
time, but that is what we would like to have. You said that this 
does not cover all the costs. We would like to have you furnish us a 
list of the costs that are not included in the formula, according to 
your interpretation of the formula. 

Mr. Hunter. Congressman Bedell, your question is well taken. 
We will have that. Incidentally, any other of the details we will be 
glad to share. We have the computer runs and everything. 

Mr. Bedell. Two other things: You can understand why some of 
us aren't comfortable leaving it to those who may be here in 1993. 
We think some of us may not be here at that time, and our wisdom 
we think is much greater. [Laughter.] 

Finally, I hope you are not operating under the misconception 
that tax-exempt bonds for pollution control equipment are not 
available to big utilities. Let me tell you, this administration is 
making it available to all of big business, but no small business can 
possibly get such a bond. I have brought that up time and time 
again, and everybody in the world should know that the Reagan 
administration is saying to small businesses, "We are going to give 
pollution control exempt bonds to all big business, but small busi- 
ness under no circumstances can get them.'' I hope everybody real- 
izes that that is exactly what is happening under the policies of 
this administration. 

My time is up. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you, Mr. Bedell. 

Mr. Hunter. Mr. Chairman, could I have just one moment to re- 
spond to that. 

Mr. Jones of Tennessee. Just one. 
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Mr. Hunter. OK, sir. [Laughter.] 

I wanted to make the comment that one of the biggest costs in- 
volved in the determination of rates is the cost of wholesale power. 
The wholesale power in REA and the rursd electric co-op business 
relates to the G&T's, and to the generation and cost of that power. 

Our borrowers, REA borrowers, have profited to the tune of over 
$1 billion this year— just this year — in the sale of tax benefits to 
others who can use them, so they too have participated. That par- 
ticipation has filtered down and has affected the cost of wholesale 
power sold to the distribution co-ops. 

Mr. Bedell. We have to go, but just so you don't mislead people, 
those same tax-exempt pollution control bonds are available to all 
of big business. Don't think any differently. If you think different- 
ly, come to my office and I will show you how you are wrong. 

Mr. Jones of Tennessee. Thank you, Mr. Bedell. 

Well, gentlemen, I am sorry we have run out of time. I wish we 
had time for Mr. Gunderson and myself to ask some questions, be- 
cause I had wanted to. However, time is of essence. We must go 
vote, and I don't want to hold you here until we get back. There- 
fore, I am going to take the privilege, also, of writing if there is 
anything that I want to talk to you about, Mr. Administrator. 

The subcommittee will stand in recess until 2 o'clock this after- 
noon. 

[Whereupon, at 12:10 p.m., the subcommittee recessed, to recon- 
vene at 2 p.m., the same day.] 

AFTERNOON SESSION 

Mr. Jones of Tennessee. The subcommittee will resume its sit- 
ting. 

We are delighted to have the witnesses that are scheduled this 
afternoon. I think it is a good idea to start on time. We stopped at 
12 o'clock and it is important, I think, that we begin on time in 
order to finish this afternoon. No doubt we will have some interfer- 
ence with some votes and we will lose some time that way. 

Our first witness is already here and we are delighted that he is 
here: a Member of Congress, our good friend, the Honorable Tom 
Bevill from the State of Alabama. Tom is a friend of agriculture, a 
friend of REA, a friend of electricity, rursd telephones; and you just 
name it, and he is our friend. 

Tom, we are delighted to have you. You may take whatever time 
is necessary. 

STATEMENT OF HON. TOM BEVILL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ALABAMA 

Mr. Bevill. Thank you, Mr. Chairman. I am pleased to have the 
opportunity to appear before this distinguished committee, certain- 
ly one of the most important committees in the Congress, particu- 
larly now during the trying time that our farmers are facing 
throughout the Nation. 

It is rather interesting that this bill that the distinguished chair- 
man has authored — as he points out, of course, with much help of 
the committee — this bill, in my judgment, is just an example of the 
good legislation that this committee puts forth and that this coun- 
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try needs. I believe it was just about 1930 when we had the RE^A 
Act passed. My good friend and former colleague from Alabama, 
Senator Lister Hill, was instrumental in getting this legislation 
passed in about 1930, as I recall. This country then was just recov- 
ering from the Great Depression. The records show that it was very 
difficult to get any legislation of this type passed. We had the TV A, 
the REA, and those programs that have meant so much to this 
Nation and particularly to the rural areas. 

Now to some extent we are certainly not in a Great Depression 
again but we are certainly in a very deep recession. I think any of 
our farmers in our Nation would say they, the farmers in this 
Nation, are really in a depression right now. Any help that we can 
give them, certainly there is no question that it is needed out 
there. 

I know I was just talking to the Farmers Home Administration 
man who handles the loans for Alabama there not long ago, and 
out of the 8,000 loans they have made to the farmers there, 7,000 of 
them are delinquent. He points out that this is typical throughout 
the Nation, so that tells us something. When we see our farmers in 
the bind that they are in, of course they can stand 1 or 2 years but 
when you get up to 4 years, there is no business or no farm or no 
institution that can stand those kind of losses. 

Therefore, our farmers must have help and our rursd areas must 
have help, and certainly the REA has been a big factor in the de- 
velopment of the rural areas of America. We must keep this Fund 
solvent; we must not permit it to become insolvent because it 
means so much. This legislation in my judgment is the key to solv- 
ing this problem. 

If we sit back and do nothing, as some will advocate, we are 
going to have electrical bills in the rural areas running up $100 a 
month; it will add $100 a month because REA is going to have to 
go out and borrow the money from private institutions at high 
rates of interest. The result is going to be that it is going to set 
back and stop the growth and development of our rursd areas. The 
rural areas are going to become stagnant because they are not 
going to be able to move. They cannot stand that type of charges. 

This act has done so much. I mentioned when it was passed there 
that my friend Lister Hill from Alabama played a leading role in' 
it. He is nearly 90 now but he still tsdks about the REA, and he 
still talks about the TVA and those programs, that he was here 
serving in the Congress when they were passed. 

Therefore, I think the record speaks for itself. We have a good 
program. We have one that we know will work. It has worked for 
over 50 years, and I think it behooves us in the Congress to see 
that it stays sound. This legislation, in my judgment, will do that. 
Therefore, Mr. Chairman, I am delighted to support you in this 
subcommittee on this legislation because I feel like it is very impor- 
tant to our Nation and very important to the development of our 
rural areas in this country. Thank you for permitting me to come 
here and testify before you. 

[The prepared statement of Mr. Bevill appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Tom. We can 
sdways depend upon you. I knew that you would be favorably re- 
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ceived and that whatever you had to say would be favorably accept- 
ed as far as the legislation is concerned. You have always meant a 
lot to this committee and this subcommittee. We do appreciate 
your support and your help in every way. 

We will be calling upon you. We are not going to ask you any 
questions. We chose at the beginning not to ask the Members of 
Congress questions. If we have a need for questioning we are going 
to do it by letter, and expect to correspond with you in that 
manner. 

Mr. Bevill. Thank you very much. 

Mr. Jones of Tennessee. Thank you very much. Your statement 
will be made a part of the record, without objection. 

Mr. Bevill. Thank you. 

Mr. Jones of Tennessee. Thank you, Tom. 

The next witness is another Member of Congress, and I don't see 
him in the audience yet. Is Billy Tauzin here, from Louisiana? 

[No response.] 

Mr. Jones of Tennessee. OK. Let some of the staff here know 
when he arrives. We will pass him over and then go back to him 
when he arrives. 

The next witness is Mr. Lee Hogan, treasurer of the Power and 
Communications Contractors Association here in Washington, D.C. 

Mr. Hogan, welcome. We are delighted that you have taken time 
to be with us. You may bring whomever you have with you to the 
witness table and make whatever introductions you like. I see a fa- 
miliar face with you there this afternoon, and we are delighted 
that he is with you. 

STATEMENT OF LEE W. HOGAN, MEMBER, BOARD OF DIRECTORS 
AND CHAIRMAN, LEGISLATIVE COMMITTEE, POWER AND COM- 
MUNICATION CONTRACTORS ASSOCIATION, ACCOMPANIED BY 
MIKE STROTHER, EXECUTIVE SECRETARY 

Mr. Hogan. Thank you, Mr. Chairman. 

I do indeed have Mike Strother, the executive secretary of the 
Power and Communication Contractors Association, with me. He 
will be glad to assist if the committee has any questions. 

My name is Lee Hogan. I am president of Universal Electric Con- 
struction Co. from Houston, Tex. I come today representing the 
Power and Communication Contractors Association, which is a 
highly specialized organization in the overall construction industry. 
However, we do represent 268 corporate members employing 25,000 
American workers and completing last year $925 million of con- 
struction work in this country. However, most important to this 
committee, I think, is the fact that for the last two decades our as- 
sociation members have completed more than 75 percent of the 
work done by the REA's and RTA's in this Nation. 

We want to make it clear at the onset that we do have a direct 
financial involvement in the REA program and, therefore, our tes- 
timony is prejudiced to that degree. However, we feel that our ex- 
perience with the REA program since its inception in 1936 gives us 
a perspective that we can beneficially share with the committee in 
your consideration of H.R. 3050. 
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This legislation and its Senate companion represent the second 
opportunity which Congress has had in the last decade to dramati- 
cally restructure the REA program — the first resulting in the es- 
tablishment of the Revolving Fund in 1973. As we see the situation, 
Mr. Chairman, you have basically three choices: You can employ a 
phased-in abandonment of the REA program, requiring the REA 
members through the REA Administration to begin repaying the 
roughly $8 billion from 1993 through 2016; second, you can effec- 
tively dissolve the Revolving Fund, reverting to the previous 
system whereby the REA requirements were funded through 
annual budget appropriations by the Congress; or. No. 3, you can 
adopt the modifications embodied in H.R. 3050 as recommended by 
both NRECA and NTCA. 

Now there are clearly variations and permutations to those three 
options, but I think they correctly identify the three philosophies 
that you must choose between. Our organization strongly supports 
option three, H.R. 3050, for three reasons: No. 1, we feel that the 
retention of the REA Revolving Fund, with the interest rates ad- 
justed to match interest revenues with interest costs, will provide a 
permanent method of sustaining the REA program without an in- 
crease to either budget deficits or an upward exertion on interest 
rates. 

No. 2, in today's economy and environment, environmental, engi- 
neering, and right-of-way considerations mean that the vast major- 
ity of telephone and electric projects require 2 to 4 years from in- 
ception to completion. We don't think a program with that time- 
frame is appropriately matched with a budgeting process that is de- 
pendent on year-to-year budget allocations from Congress that may 
vary wildly with changes in the economic and political climate. 

No. 3, and most importantly, however — the standardization of en- 
gineering and legal requirements which the REA program has 
brought to this industry has resulted in directly lower construction 
costs to the REA's and their members across the Nation. Our asso- 
ciation works for investor-owned utilities, municipal utilities, and a 
variety of other Government utilities such as the Defense Depart- 
ment, the Corps of Engineers, and a variety of power authorities. 
We have recently completed studies that show our bids to REA cus- 
tomers average 5 to 12 percent below bids to the other utilities for 
similar projects. This is a direct result of the superior standardiza- 
tion that REA has brought to this program, and those lower costs 
translate directly into lower rates for REA members. 

Mr. Chairman, our association has noted with some concern the 
criticism that has recently been directed to REA by the USDA In- 
spector General's Office, as reported in the September 1, 1983 issue 
of the Wall Street Journal. Although we disagree with the entirety 
of this report, we feel we have particular expertise in regard to rec- 
ommendation No. 5 of that report, found in section 2, page 4. 

The Inspector General recommends that only those construction 
projects which were approved in work plans submitted 2 years 
prior to the need should be eligible for reimbursement through 
REA Revolving Fund loans. That suggestion, in our opinion, dem- 
onstrates such an appalling ignorance of the operation of a utility 
tnat it completely destroys the credibility of the entire report. It 
completely ignores the inevitable consequences of natural disasters, 
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mineral discoveries, rapidly conceived industrial loads, and chang- 
ing growth patterns that, Mr. Chairman, simply will not wait the 6 
to 8 months that it requires to get approval to modified work plans. 
Fortunately, the men and women of the REA program and member 
co-ops have exercised better judgment in providing rural utility 
service to this country for the past 50 years than the Inspector 
General did in preparing his report. 

In summary, H.R. 3050 provides you with the opportunity to con- 
tinue one of the most successful and efficient Federal programs to 
exist for the past 50 years, at no cost to the Federal budget, by 
adopting modifications to the current system which the electric 
and telephone utilities have thoughtfully proposed prior to the ar- 
rival of a crisis. We sincerely hope that you will share our support 
of this desirable legislation. 

[The prepared statement of Mr. Hogan appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Hogan. 

Can you remain around for a short time and be questioned later? 

Mr. Hogan. I certainly can, Mr. Chairman. 

Mr. Jones of Tennessee. OK. We would like to get a group to be 
questioned at the same time, for the sake of time. 

Mr. Hogan. I would be glad to, sir. 

Mr. Jones of Tennessee. Thank you very much. We appreciate 
your being here. Thank you for a good statement. 

Did Mr. Tauzin arrive yet? 

[No response.] 

Mr. Jones of Tennessee. If not, the next witnesses are a group: 
Mr. David FuUarton, the executive vice president, and Mr. Joe Vel- 
lone, special counsel for the National Telephone Cooperative Asso- 
ciation here in Washington. Dave, you may have other members 
also with you that you would like to bring to the witness table. 

STATEMENT OF DAVID C. FULLARTON, EXECUTIVE VICE PRESI- 
DENT, NATIONAL TELEPHONE COOPERATIVE ASSOCIATION 

Mr. Fulxarton. Thank you for the privilege, Mr. Chairman. We 
have not only members of our staff but our Government Affairs 
Committee and our national president here. I won't introduce 
them. It is quite a long list, but on their behalf I would initially 
like to express our joint appreciation for the fact that H.R. 3050 is 
before you, and the consideration being given to it. 

Mr. Jones of Tennessee. Well, we are delighted that you are here 
and we are glad you could take the time. I just want to mention 
the fact that I do see your general counsel from the great State of 
Tennessee is here, Jim Bass. 

Mr. Fullarton. The great State of Tennessee, Mr. Chairman. 

For the record, Mr. Chairman, my name is David C. Fullarton. I 
am the executive vice president of the National Telephone Cooper- 
ative Association. With me today is Mr. Joseph Vellone, special 
counsel on the NTCA staff. I would like to introduce him further at 
the conclusion of my brief remarks. 

We are most appreciative of the opportunity to appear before 
this subcommitttee to express our views on legislation, H.R. 3050, 
the self-sufficiency act for REA. NTCA is the national organization 
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representing rural telephone systems in 42 States. We have about 
430 corporate members. We have been appearing before this sub- 
committee and committees with similar interests to it for many, 
many years, and we appear here today in unqualified support of 
H.R. 3050. 

I would request at this point that my prepared statement be 
made a part of the record, and that I be allowed to address what 
we feel are its more salient points. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become part of the record, and you may summarize in any way 
you like. 

Mr. FuLLARTON. Thank you, Mr. Chairman. 

The subject of my presentation this afternoon is the subject of 
change. We believe that this legislation in its very heart addresses 
that subject of change. The REA programs have undergone signifi- 
cant change over the years with the help of this subcommittee and 
the full House Agriculture Committee. After 7 years of effort on 
the part of the Members of Congress and interested groups, for in- 
stance, the Rural Telephone Bank became law in 1971, bringing to 
the borrowers and to rural telephony, in the first instance higher 
interest rates but in the second instance a broader capital base for 
continuing improvements. 

A previous witness mentioned the Revolving Fund legislation in 
1973. That, of course, followed a significant impoundment by the 
then administration of existing REA loan funds. That Revolving 
Fund is the subject of H.R. 3050, to the extent that the 1973 legisla- 
tion set up as the assets of that fund the outstanding notes of REA 
borrowers, and as liabilities some $7.9 billion in notes from REA to 
the Treasury, which is the specific subject of this legislation. 

The sources of funds for that Revolving Fund were, of course, the 
collections of interest and principal from the borrowers; interim 
borrowings from the Treasury which became necessary from time 
to time; and through the issuance of certificates of beneficial own- 
ership. There has been signficant change in the REA programs to 
match the changing needs of the borrowers and the changing envi- 
ronments within which they were providing service. 

We are, of course, very much interested in the telephone pro- 
gram, although we are supporting all elements of this legislation, 
and our interest in the rural electric program matches our overall 
interest in rural development. The telephone industry has changed 
significantly over the years as well. 

The two basic reasons for this change are, in the first instance, 
technology. Where we were using hard-wired circuits in talking to 
our neighbors, essentially years and years ago, we are now in the 
age of computers, satellites, all those kinds of things which come 
about and bring both better service to rural America and a better 
communications network to the world. 

More recently, the telephone industry is also faced with the 
advent of competition in deregulation. This has various impacts on 
the operations of rural telephone systems, and it is not unrelated 
to the needs of the REA program, either. Essentially, the advent of 
competition in the telephone industry presents some very hard 
facts for rural telephone systems to face. 
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Not being involved in the more dynamic long-distance business, 
we are there in rural areas attempting to serve our subscribers at 
reasonable costs and with, of course, first-class service. In order to 
be able to do that, rural telephone systems are going to have to di- 
versify, diversify their services which are in the realm of telecom- 
munications, diversity their services in other areas as well, all in 
order to keep rural telephone costs within limits that are reason- 
able and with costs that will allow the continued availability of 
service, universal telephone service, to everybody who wants it. 

In the third case, there are some things that don't seem to 
change much at all. Rural telephone systems continue to serve the 
most sparsely populated areas of the country, low density, and with 
the incidental high costs. We are faced still with the continued gen- 
eral unavailability of commercial financing for our activities by 
virtue of low debt equity ratios. 

The other thing that has not changed is, I do not believe this 
great Nation has outlived the need for a national policy of univer- 
sal telephone service, that is, service at reasonable costs to all who 
wish it. 

We are looking to the future as we think this legislation looks to 
the future, and we are asking the help of this committee and of the 
Congress to get there. The heart of the legislation, as I mentioned 
earlier, is change to meet future conditions and future needs. Di- 
versity is essential, and this legislation is needed if we are to be 
able to diversify to the extent required. The real need of the REA 
programs is to be viable in tomorrow's environment, and to be 
viable the programs need this legislation. 

There are two major problems with REA itself: Current policy 
makes it generally impossible to go to private lenders for new serv- 
ices — the lien accommodation problem, as it is referred to in the 
legislation. Second, current REA policy restricts borrowers' abili- 
ties to utilize their own funds to diversify. This is referred to as the 
general funds problem. We have been to the administration over 
and over again seeking solutions and relief to these two problems, 
but to no avail, and it is my understanding the REA Administra- 
tor's testimony this morning revealed that REA is looking at the 
past, not the future. 

Another problem, of course, is the imbalance in the Revolving 
Fund where potentially, at least, a huge Government bailout will 
be required in the years ahead if this is not corrected. 

The proposed legislation addresses all three areas, we think, in a 
satisfactory manner. However, rather than play the expert, I would 
like to introduce a gentleman who is truly qualified to speak in the 
areas of REA administration and operations that this bill address- 
es. 

Joe Vellone came to our staff in early 1982 as special counsel. He 
was previously the Acting Assistant Administrator for Administra- 
tion for REA. I would like to say that Joe spent 50 years at REA; 
he assures me it is not quite that long. He was Assistant Secretary 
of the Rural Telephone Bank. He has provided technical assistance 
to this subcommittee and the full Agriculture Committee on nu- 
merous occasions, including being involved in the creation of the 
Revolving Fund in 1973 as a Government adviser. 
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We are happy he is on our staff and, as I said, I don't know of 
anyone that is better qualified to address the technical provisions 
of this bill. With that, I would like to ask your permission to turn 
the chair over to Mr. Vellone. 

[The prepared statement of Mr. Fullarton appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you, Dave. 

Joe, we welcome you to this hearing and we are delighted to 
hear from you at this point. 

STATEMENT OF JOSEPH VELLONE, SPECIAL COUNSEL, 
NATIONAL TELEPHONE COOPERATIVE ASSOCIATION 

Mr. Vellone. I want to thank you for the opportunity to be here 
to testify in behalf of legislation that is so necessary to make the 
Rural Electrification Act more responsive to the needs of rural 
America. 

The association's executive vice president has presented, in his 
remarks and prepared statement, the need for the legislation in 
the changing environment. As a technician, I would like to prepare 
for the record a description of the various amendments in the act 
and give you the reasons why we believe these amendments do de- 
serve your support. 

At this point, since it is a lengthy technical statement, prepared 
mainly for the record and for the help of your committee and its 
staff, I would ask that the entire statement be put in the record, 
while I highlight just a few of the more important provisions and 
then stand ready to answer questions. 

Mr. Jones of Tennessee. Without objection, that will be included 
in the record. 

Mr. Vellone. The amendments fall in four general groups. 
There are a group of amendments that amend the telephone loan 
program part of the act. The second group of amendments are the 
general amendments that cover both the electric and telephone 
program. The third group of amendments consists of only one, and 
it applies only to the electric program. The fourth group of amend- 
ments will amend certain provisions dealing with the activities of 
the Rural Telephone Bank. 

The first of the amendments talks about eliminating a nondupli- 
cation finding for REA telephone loans. The reason for recommend- 
ing this is that without correcting this situation, it is going to be 
very difficult for rural telephone systems to live in this changing, 
competitive environment. 

In most of the States of this Union there are commissions which 
issue certificates of convenience and necessity to telephone systems 
so that they can proceed with the construction they have in mind. 
In those cases, REA does not concern itself with whether or not the 
proposed construction will duplicate existing facilities, but in some 
15 States — as listed at the top of page 2 in my prepared state- 
ment—you find that there is no commission that issues a certifi- 
cate of convenience and necessity for the REA telephone borrowers. 

In those States, the REA Administrator is required to make a 
finding that the proposed construction will not result in the dupli- 
cation of facilities rendering reasonably adequate telephone serv- 
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ice. The problem there, of course, is that this gets involved in many 
legalisms, and as a result thereof we see problems ahead when 
these rural telephone systems find it necessary to have a new con- 
nection, perhaps, with another interstate carrier such as MCI. 

Now it is possible that the RE A Administrator would say, "That 
is not necessary, and it would duplicate existing facilities. You al- 
ready have a connection to the outside world through the Bell 
System." Yet we had testimony at our field conference recently, 
our fall conference in Denver, to the effect that the provision of 
such links to outside carriers can add immeasurably, in fact, double 
the revenue from the new connection, over not having the new con- 
nection. Therefore, we think it is very important to eliminate that 
required nonduplication finding. 

This does not in any way lessen the requirement for these tele- 
phone systems to comply with the requirements of State commis- 
sions. There is another section in the act that covers it fully which 
says, in essence, that no loan will be made that doesn't comply 
with the requirements of the State commission. 

We also want to revise the definition of telephone service, mainly 
to clarify the present definition and to recognize the new technol- 
ogies that are in effect now, and actually in use by most telephone 
systems to make the connections and the transmission of telephone 
service. We want to specifically include data and transmission by 
wire, fiber, radio, light, or other visual or electronic means. Now 
that is being done today, but the definition itself is a little behind 
the times and we think it is time to come into the present decade. 

The big issue, as you probably heard this morning, has to do with 
increasing the Revolving Fund's equity capital. Section 401 of the 
bill provides that ''Notes of the Administrator to the Secretary of 
the Treasury to obtain funds for loans under sections 4, 5, and 201 
of this Act shall be equity capital of the Fund instead of liabilities 
of the Fund." I was pleased to see a number of witnesses today 
point out that the U.S. Government is the owner of the Fund, and 
all this means is a change in the form of its ownership, from pro- 
viding debt capital to providing equity capital. This amendment 
will strengthen the Revolving Fund. It will reduce the need for new 
borrowings or sales of certificates of beneficial ownership to keep 
the fund viable. 

To understand the operation of the Revolving Fund, it is neces- 
sary to review the Fund's origin. Now as Mr. FuUarton indicated, 
the Revolving Fund came into being after an effort to impound the 
program's funds at the end of 1972. That is when the effort was 
made to transfer the rural telephone and electric programs to a 
new funding mechanism, but it was this committee that made it 
clear that the Rural Development Act was not designed for the 
purpose and was never intended by the Congress to be used in such 
a fashion. 

As a result of that, after much effort on the part of the rural 
electric and telephone systems, this committee did enact legislation 
that established the Revolving Fund on May 11, 1973. The Fund 
was established by the transfer to it of a number of existing assets 
as well as existing liablities of the Fund. A few years after 1973 
two more notes were issued which also became liabilities of the 
Fund. I would like to record them for the record because they re- 
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fleet the fact that Government agencies can make mistakes that 
are corrected by the courts and the Congress. Those two notes in- 
volved a settlement on the Sioux Valley case and the unimpound- 
ment of the appropriations that were impounded in 1972. 

All collections of principal and interest on the loans made to 
REA are assets of the Fund and are used to make new loans. These 
collections, supplemented by the undisbursed balance of notes to 
the Treasury, were sufficient to cover advances to the borrowers 
through fiscal year 1975. That was the first year we started selling 
certificates of beneficial ownership, or CBO's, to get the funds to 
keep the program going. 

Now I think we may have gotten a mistaken impression of the 
activities of the Revolving Fund and the purpose of the Revolving 
Fund and what a revolving fund is, in some of this morning's testi- 
mony. A revolving fund is one that revolves collections but also has 
authority, in every case, to borrow money and obtain money from 
other sources. There is nothing in a revolving fund that makes it 
impossible to borrow money from other sources, and yet that was 
one of the main themes of the administration's testimony this 
morning. 

Also overlooked in the testimony this morning is the fact that 
the 1973 amendments, like provisions for all other revolving funds, 
do provide for the appropriation of funds required to cover interest 
subsidies and losses. That was not mentioned at all, in fact, over- 
looked entirely. In fact, overlooked entirely was the fact that this 
year, for the first time in the history of this particular Revolving 
Fund, an appropriation was passed by both the House and the 
Senate to cover interest subsidies and losses. 

In the report on the appropriation bill it was made quite clear— 
and I am quoting from the report at the bottom of page 4 of my 
testimony — 

This appropriation is to reimburse the Rural Electrification and Telephone Re- 
volving Fund for the differential between interest income and interest costs. The 
amount recommended by the Committee represents interest costs less the imputed 
interest associated with loans transferred * * *. 

The Committee feels that the Rural Electrification and Telephone Revolving Fund 
should be treated the same as the other revolving funds of USDA. Unlike the other 
revolving funds, there has never been an appropriation to this Fund. In Fiscal Year 
1984 the appropriation for interest and other losses of the other funds are as fol- 
lows: 

The first one listed is the Rural Housing Insurance Fund. The 
appropriation for interest subsidies for that one fund alone for 1 
year was $1,508 million; for the Agricultural Credit Insurance 
Fund, $895 million; and for the Rural Development Insurance 
Fund, $478 million. 

As the committee report indicates, "Rather than allowing the 
Fund to continue to deplete its assets, the Committee recommends 
an appropriation of $198 million to restore the Fund to a sound fi- 
nancial basis/' 

Now the administration was completely silent on the fact that 
existing law does authorize appropriations for interest subsidies 
and losses. The purpose of this history is to make it clear that if 
there is no action taken to amend the law at this time, to balance 
the Revolving Fund by authorizing periodic adjustments of inter^ 
rates as recommended herein, the amounts of appropriations 
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needed for interest subsidies authorized by present law will greatly 
exceed the amount of non-interest-bearing notes proposed to be ex- 
changed for equity interest in the Fund. 

It should be recognized, as was pointed out this morning, that 
these notes do not become due for another 10 years. Yet, in this 
legislation the electric and telephone systems are willing to accept 
higher interest rates today and the next year and the year after, in 
order to have a better electric and telephone program and to ease 
the burden that they foresee would happen in the years ahead if no 
action is taken now. Here is a forward-looking effort on the part of 
the rural utilities of the United States to do something about a sit- 
uation where no action has to be taken today, but they do want to 
make sure that the REA programs are conducted in the best inter- 
ests of all America, at the least cost to the Federal Treasury, and 
at the least cost to the consumers of rural America. 

One thing that is also overlooked is the fact that the 1973 legisla- 
tion makes it clear that the Revolving Fund has authority to 
borrow to meet all of its obligations. Overlooked again in all of the 
discussions about the $7.8 billion of notes payable is the fact that 
the repayment of these notes on schedule will not reduce the na- 
tional debt one iota, because the only way it can be done is to 
borrow anew, in other words, roll over the existing indebtedness. 
Rolling over the existing indebtedness will not reduce the national 
debt. Instead, it will increase the cost to the rural consumers of 
America for electric and telephone service. 

Another item that we would like to talk about briefly is separat- 
ing the electric and telephone accounts within the Fund. This is a 
proposal that has been recommended bv the membership of both 
associations. Each of them is concerned that the collections that 
they put into the Fund are used for their own programs. They have 
seen what has happened in the past. Not too long ago the aaminis- 
tration recommended a zero loan level for the telephone program. 
You can imagine how disturbed the rural telephone systems were 
to find out that not only were they to be cut off from REA loans, 
but that their own collections would be used to fund another pro- 
gram. 

There has been some discussion this morning about the proposal 
to authorize the repurchase of CBO's without penalty. CBO's have 
been issued by the Federal Financing Bank. One thing that should 
be made clear is that the Federal Financing Bank has been borrow- 
ing short term to obtain the cash for these long-term obligations. 
Therefore, it has made a profit on these loans in more ways than 
one. 

Its formula for determining the cash needed to repay a CBO gen- 
erally results in a penalty which discourages such prepayments. 
The ability to make these prepayments could result in substantial 
savings in interest costs for the Revolving Fund and the rural 
people served by its borrowers, without any real cost to the Federal 
Financing Bank which has only borrowed on a short-term basis to 
meet these requirements. 

There are other technical amendments in here that I will pass 
over until we get to the one on lien accommodation authority. This 
has been something that both the electric and the telephone pro- 
grams have been struggling with for a number of years. It is 
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almost impossible for rural telephone systems to obtain money else- 
where. There is much lip service to the principle of encouraging 
borrowers to get some of their financing from other sources, but 
there has been no effort to facilitate that. 

REA has a number of purposes which it will not provide money 
for, including many that are covered by the act but it does not 
make it easy, with the "after acquired" clause in its mortgages, for 
other lenders to make the loans that these telephone systems 
would like to have to finance the many activities that could be fi- 
nanced and produce additional revenues to offset the expected de- 
cline in revenues from plain old telephone service. 

One minor point that we would like to make at this point which 
is of consequence to the borrowers from the Telephone Bank, is the 
limitation on acquisitions with Telephone Bank loans. They cannot 
be larger, if they are exchange facilities, than the size of the tele- 
phone system when it got its first loan from the Telephone Bank, 
and that could be more than 10 years ago. This restriction will 
unduly prevent necessary consolidations of territories to realize op- 
erating economies. 

Surpriseingly enough, there is no limitation on the size of acqui- 
sitions which appUy to the lower interest rate loans available from 
the Revolving Fund, only to the higher cost Rural Telephone Bank 
loans. There is also a recommendation that the interest coverage 
requirement for telephone bank loans be made more flexible so 
that more optimum use could be made of the funds available from 
both sources for telephone systems. The other things in the Tele- 
phone Bank part of the bill have to do with providing the same 
sort of changes that are also being recommended in the basic tele- 
phone program. 

I want to point to exhibit 1 at the end of my testimony. That is a 
very interesting statement which emphasizes how the administra- 
tion is not looking at the full picture. Here is a simple chart that 
has been distributed widely by REA, and it does show the gross 
notes receivable; that is the sold line. Those are the notes received 
from the borrowers for loans made. The line that goes to the zero 
point about 1999 or thereabouts is the net balance of unsold notes, 
that is, the assets that REA would have to pledge against further 
borrowings. 

Now this chart was based on the assumption that there would be 
no appropriations for interest subsidies and losses until the matter 
could be delayed no longer, and around 1999 or thereabouts, that is 
when it happens. In the period between 1993 and 2016 — and those 
are the calendar years — under REA's own figures, if nothing is 
done today to keep the Revolving Fund going, it would require ap- 
propriations for interest subsidies amounting to $30 billion, almost 
four times the amount of notes that has been the major part of this 
morning's testimony. 

Therefore, I believe it is important to realize that the rural elec- 
tric and telephone systems of America are looking forward to ob- 
taining, from the administration and through this legislation, more 
viable programs for the electric and telephone systems in return 
for a higher interest rate today. It is all part of a package and 
should be considered as such. 
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We are very thankful for the opportunity to be here today to 
present this testimony, and will stand ready to answer questions on 
other technical matters. 

[The prepared statement of Mr. Vellone appears at the conclu- 
sion of the hearing.] 

Mr, Jones of Tennessee. Thank you very much, Joe and Dave. If 
you will step aside, we will call you back after we have heard the 
other witnesses, then. 

Mr. FuLLARTON. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. I appreciate it very much. 

Now we will go back to the beginning of the testimony and call 
Congressman BUly Tauzin of the State of Louisiana to the witness 
table for his testimony. 

Billy, we called for you earlier and we are glad that you are here 
now. 

Mr. Tauzin. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. I see Congressman Stangeland has 
come, too. Arlan, I guess you want to make your testimony today 
rather than tomorrow, too. Right? 

Billy, you may proceed. 

STATEMENT OF HON. W. J. (BILLY) TAUZIN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF LOUISIANA 

Mr. Tauzin. Thank you, Mr. Chairman. 

My apologies, first. We were debating a broadcast deregulation 
issue on the other side. 

I am from a little place in Louisiana called Chackbay, and I mar- 
ried a girl from Choupic, which is kind of a suburb of Chackbay, I 
guess. You won't read about them in Newsweek or Time magazine. 
They are not populated areas of the country, but they are a great 
place to the born and raised in, I assure you, and they are typical 
of rural America. 

In south Louisiana, in the bayou country, there are lots of little 
places like Chackbay and Choupic. Lots of them only recently got 
electrical service. Many people who live in south Louisiana still do 
not have electrical service. Louisiana has about 1 million customers 
on the rural electric cooperative program, 1 million in a nation 
that has 250 million, so you can see we are quite dependent in our 
State upon this important program. 

In many south Louisiana bayou country areas there are marshes 
and swamps, and areas where people live almost year 'round trap- 
ping and hunting and fishing. Many of those places still do not 
have electrical service. In Louisiana, as in the rest of the Nation, 
our Government helps subsidize public television to bring culture 
and arts to communities that might not otherwise receive arts and 
culture, and we subsidize beautiful programs like "Sesame Street.'' 
We are doing our best as a nation to make sure every child has the 
opportunity to receive some form of educational television. We are 
£^ut to debate in the Congress a bill to make sure that universal 
telephone service is maintained, when it might be threatened with 
rates that are not affordable to all Americans. 

Yet, even while we debate whether folks should have a telephone 
universally and whether kids ought to have educational television 
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programs, or whether Government ought to continue subsidizing 
the opera and the other arts and cultural programs, some Ameri- 
can citizens who happen to live in the rural parts of our country 
are still doing without such a basic necessity as electricity. Without 
electricity, you can imagine those other beautiful options in enter- 
tainment and information available to the American public are 
completely out of reach for those citizens. 

Therefore, Mr. Chairman and members of the committee, I come 
today to urge you and encourage you to support the bill H.R. 3050 
because it does, I think, help continue the effort to provide electric- 
ity for rural parts of America. Without H.R. 3050, rural electric co- 
operatives in our State and others are going to be forced, if you 
will, to try to seek capital from the marketplace rather than their 
primary source, which has been the Revolving Fund. As you know, 
the Revolving Fund has provided low-interest capital to construct 
and maintain electrical service to people who would not otherwise 
get it. 

The cooperatives in Louisiana own one-half of all the electric 
lines servicing Louisiana, and yet they receive only 6 percent of the 
State's utility revenues. Our investor-owned utilities are not going 
to extend electrical service to those communities and those con- 
sumers because they are, of course, conscious about rate of return. 
Without the help and the subsidy provided through this bill to the 
Revolving Fund, rural Americans and rural Louisianians will not 
be able to enjoy the possibility of electrical service such as was re- 
cently extended to very rural areas of the marshland of Louisiana 
to 500 residents, through an electric cooperative, just recently. 

This addition, this help to the Fund, this ability to allow it to 
take in — to charge, if you will — higher interest in order to provide 
interest to electrical companies at lower rates than what the mar- 
ketplace might require, is absolutely essential. You may have 
heard testimony that interest rate is not a substantial factor in the 
generation of electricity. Well, I can tell you that in Louisiana the 
cost of interest if fully one-third of the cost of building a new elec- 
tric powerplant in Louisiana. Now that is significant to me, and it 
is significant to the companies that are looking at the option of 
whether or not to serve citizens who recently do not have electrical 
service, or who need that electrical service upgraded and updated. 
Interest cost and expenses is indeed a very important element to 
rural electrification. 

I might also add, as I am sure you know, that cooperatives are 
low-equity operations. It is very difficult for them to go into the fi- 
nancial marketplace and borrow, as would a high-equity operation 
have the opportunity, at rates that they might be able to afford. 
Therefore, gentlemen, I urge you as you consider H.R. 3050 to sup- 
port those provisions that continue the financial stability of the Re- 
volving Fund. 

Allowing it to beef up its interest income is vitally important if it 
is going to keep up with interest outflow. Second, giving it the infu- 
sion of some Federal help by allowing it to borrow from the Feder- 
al Treasury at market rates is, I think, essential if we are going to 
continue its operation as the basic source of financing for rural 
electric companies in Louisiana and throughout the Nation. Folks 
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in Chackbay and in Choupic will applaud you, if you make sure 
that Revolving Fund is around when we need it. 

I thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Tauzin appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Bill. We appreci- 
ate your testimony very much. It was very helpful, very good, and 
very constructive. 

Now for my good friend from the State of Minnesota, the Honor- 
able Arlan Stangeland. Arlan is a member of this committee, the 
full Agriculture Committee. We are glad to have you, Arlan. 

STATEMENT OF HON. ARLAN STANGELAND, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA 

Mr. Stangeland. Thank you, Mr. Chairman. 

First of all I would like to commend you for introducing H.R. 
3050, and for taking the initiative in pursuing a legislative ap- 
proach that will help keep the Federal Government's rural electric 
and telephone credit programs operating on a stable, self-sustain- 
ing basis. I am proud to be a cosponsor of H.R. 3050, along with 158 
other Members of the House. I believe this bill calls for a number 
of improvements over existing law which would better assist our 
rural electric and telephone cooperatives in providing affordable 
and dependable utility service to rural consumers. 

The primary problem we are addressing here today involves the 
fact that REA's revolving loan fund has been losing ground due to 
high interest rates. While insured loans from the Fund have been 
pegged by law at 5 percent since 1973, the Revolving Fund has had 
to pay much higher interest rates in recent years in order to obtain 
capital from the private market via the Federal Financing Bank. 

H.R. 3050 proposes a number of steps to get the Revolving Fund 
back in balance while maintaining adequate access to REA financ- 
ing at reasonable rates and terms. For example, H.R. 3050 author- 
izes the Administrator to set the interest rate on new loans at the 
level required to restore and maintain the balance in the Revolving 
Fund. The bill further proposes that $7.9 billion in notes due the 
Treasury beginning 1993 would instead be converted into perma- 
nent equity capital of the Revolving Fund. 

In addition, important safeguards and protections are included in 
H.R. 3050 pertaining to low-interest hardship loans, supplemental 
financing ratios required for REA electric loans, and modifications 
in the legal definition of telephone service to reflect technological 
breakthroughs over the past 20 years in telephone transmissions. 
There are numerous other provisions in the bill affecting both the 
REA electric and telephone programs which address the imbalance 
in the Revolving Fund while at the same time protecting REA bor- 
rowers and their member/customers from excessively high credit 
costs. 

I believe it is absolutely essential that we in Congress take what- 
ever corrective actions are necessary to assure the long-term 
strength of the Rural Electric and Telephone Revolving Fund and, 
with it, the future viability of the REA electric and telephone lend- 
ing programs. 
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The Rural Electrification Administration is one of the great suc- 
cess stories insofar as Government programs intended to assist 
rural America are concerned. When REA was first created in 1935, 
only 10 percent of our Nation's farms had central station electric 
service. Today electricity is available throughout rural America at 
rates established by local boards of directors within the guidelines 
set by Congress and the REA, and I am sure happy that they final- 
ly got it down there in Louisiana to my dear colleague, Mr. Tauzin. 

In fact, electricity coming to rural America and to rural Minne- 
sota is so recent — and I think I testified to this a year ago — that I 
can still vividly remember when we first got electricity on our farm 
back in November 1941. There are some of us here in Congress and 
on this committee who still remember how we had to use kerosene 
lanterns before electricity was available on the farm. That all 
changed for much the better, I might add, with the implementation 
of the REA program which assisted the rural cooperatives in deliv- 
ering electricity to the farms and sparsely populated areas of rural 
America. 

I would just like to point out here that I think one of the great 
reasons for the tremendous success story of agriculture, production 
agriculture, has been the availability of electricity, and cheap elec- 
tricity. Without that electricity we couldn't be as productive as we 
are and as an agricultural community, from rural America, we. 
couldn't provide the food and the fiber at the rates that our con- 
sumers are having to pay — the cheapest in the world, the most 
abundant supply of the highest quality food. Certainly electricity 
has played a major role in that tremendous success story. 

However, we must not now turn our backs on existing rural elec- 
tric and telephone cooperatives as if the job were finished. Electric 
rates paid by consumers in rural areas are on the average 12-per- 
cent higher than those paid by urban consumers in the more dense- 
ly populated areas. This is primarily due to the fact that rural dis- 
tribution lines average only 4.6 consumers per mile while, in com- 
parison, commercial utilities average 35.8 consumers. 

Furthermore, I know I don't have to persuade the members of 
this committee about the uncertainty that telephone deregulation 
imposes upon our rural telephone co-ops and their member/cus- 
tomers. Current projections of skyrocketing rural telephone bills 
under deregulation surely pose a serious threat to the goal of uni- 
versal service, and would result in a communications catastrophe 
that our rural constituents in this country cannot afford. Needless 
to say, now is certainly not the time we should be thinking of scal- 
ing back traditional REA support for our rural electric and tele- 
phone cooperatives. 

Ever since REA was first established, it has been the principal 
source of capital for rural utilities. Without the Federal support 
that REA provides our rural co-ops, it is questionable whether or 
not they could attract the private investment needed to continue 
operating in areas of rough terrain and low-population density. 
Even if financing could be found, the loans would cetainly carry a 
higher interest rate than these rural cooperatives can now obtain. 
That is why it is particularly important that we maintain our 
strong commitment to the REA program and assure our co-ops that 
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they will not be forced to depend on private credit for an undue 
portion of their financing needs. 

While H.R. 3050 may not be the final word in terms of whatever 
corrective legislation we ultimately pass to restore the balance and 
stability of the Rural Electrification and Telephone Revolving 
Fund, this bill contains a number of important safeguards and im- 
provements over existing law that would help moderate our rural 
constituents' utility bills. For example, a rural electric co-op that 
serves a number of my constitutents has advised me that the provi- 
sion in H.R. 3050 which authorizes lenders to periodically refinance 
REA-loan guarantees without penalty would alone save the aver- 
age rural family they serve about $50 per year. 

Providing dependable, affordable utility service to rural America 
is no easy job, and I for one want to commend our rural coopera- 
tives for the tremendous job they have done. These locally owned 
and nonprofit co-ops have not only provided reliable electric and 
telephone service to rural America, but have also led in the devel- 
opment of rural services and helped bring thousands of new jobs to 
our rural communities. 

During the coming years of economic uncertainty, it is especially 
important that we assure those co-ops of continued access to REA 
financing. We must now take the bold steps necessary to put this 
present funding crisis behind us and guarantee a strong, self-sus- 
taining REA program in the future that will meet the electric and 
telephone needs of our rural citizens for generations to come. 

Mr. Jones of Tennessee. Thank you very much, Arlan, for a very 
fine statement. 

We are not asking the Members of Congress to remain for ques- 
tioning. If we need to contact you, we will do so by letter, but we do 
appreciate your taking the time out to come over. 

Mr. Stangeland. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thanks a lot. 

The next witnesses are a group: Mr. A. Harold Peterson, the 
executive director and counsel to the National REA Telephone As- 
sociation here in Washington, accompanied by Mr. Robert S. 
McClelland of Columbia, Mo., president, and Mr. John F. O'Neal, 
the associate counsel — familiar faces around here, and we are de- 
lighted to see you gentlemen back today. You are welcome to pro- 
ceed in whatever manner that you like. Whoever takes over first 
may do so. 

STATEMENT OF A. HAROLD PETERSON, EXECUTIVE DIRECTOR 
AND COUNSEL, NATIONAL REA TELEPHONE ASSOCIATION, AC- 
COMPANIED BY ROBERT S. McCLELLAND, PRESIDENT, NATION- 
AL REA TELEPHONE ASSOCIATION, AND JOHN F. O'NEAL, AS- 
SOCIATE COUNSEL 

Mr. Peterson. Thank you very much, Mr. Chairman. 

Mr. Jones of Tennessee. I see Mr. Peterson is leading off. 

Mr. Peterson. First of all I want to tell you how much we appre- 
ciate the opportunity that has been extended to us to appear before 
your committee and testify in support of H.R. 3050. With me today 
is Mr. Robert S. McClelland, who is the president of our National 
REA Telephone Association. He comes from the State of Missouri. 
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Also with me today is Mr. John F. O'Neal, our associate counsel, 
here from Washington, D.C. 

Before I go any further, Mr. Chairman, I should like to ask that 
my statement be put in the record and that I be permitted to com- 
ment very briefly about the statement and two or three other 
points. 

Mr. Jones of Tennessee. Without objection, your entire state- 
ment will become a part of the record and you may summaries as 
you please. 

Mr. Peterson. Mr. Chairman, at the outset I want to assure you 
that the National REA Telephone Association concurs 100 percent 
in the testimony that you have heard presented by the National 
Telephone Cooperative Association through its executive vice presi- 
dent, Dave FuUarton, and from Mr. Vellone. They have done a 
very thorough job in indicating to you our concerns on the tele- 
phone side. 

This association has been working very closely with the National 
Telephone Cooperative Association as well as the National Rural 
Electric Cooperative Association to attain a common goal, and that 
is to protect the REA program, both electric and telephone. It was 
Mr. O^NeaFs and my pleasure to be in San Diego last January 
when Mr. FuUarton's organization passed a resolution supporting 
the trust of what this committee is discussing now. It was also Mr. 
O'Nears and my pleasure to be in Las Vegas, Nev., when the Na- 
tional Rural Electric Cooperative Association passed their resolu- 
tion. 

Having said that, it would be highly presumptions on our part to 
take the time of the committee to go over in detail the points that 
have been presented by Mr. FuUarton and Mr. Vellone, so I will 
not indulge the time of this committee to do that. I would, howev- 
er, like to make two or three comments about our statement. 

It is a rather long statement — it is 20 pages long — and purposely 
so. As we determined what was before this committee, it occurred 
to me, Mr. Chairman, that you and you alone are the only Member 
who was present as a member of that subcommittee 10 years ago 
when the major changes took place in the REA Act. There are only 
about 33 U.S. Senators and 129 Congressmen today who were here 
10 years ago. 

Therefore, I thought it was proper and necessary that we recite 
some of the history of this program so that those younger people 
might have a clearer understanding about how this program came 
about and how it can be differentiated from some of the programs 
that the Federal Government has been involved in over the years, 
and which have not received the kind of acclaim that this one has. 
Make no mistake about it, Mr. Chairman, we are very much con- 
vinced that the REA program involves a productive investment. It 
is not a program wherein the U.S. taxpayer has just thrown money 
down the drain. It has brought untold benefits to rural America, 
both socially and economically, and I think everybody understands 
that. 

I am old enough to remember what happened at the time of the 
passage of the rural telephone amendment in 1949. The fact of life 
is that at that time there was absolutely no opportunity for these 
thousands of telephone companies located throughout the United 
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States to obtain the necessary debt capital to improve and expand, 
modernize and extend the telephone systems in this country. Fortu- 
nately, the Congress of the United States realized that and, having 
seen the wonderful experience on the electric side, decided that the 
same could be done for telephone. 

I say that not only to indicate that there was a financial vacuum 
in those days but to also state that in this day and age debt capital 
is not as available for rural telephone companies as some people 
would have you believe. When you consider the fact that the net 
worth of REA telephone finance companies in this country is only 
26 percent, you have to understand that that is not the kind of net 
worth that a New York banker or insurance company is interested 
in. 

To us the REA telephone program, both electric and telephone, is 
as needed and as vital today as it was in 1949. I think it was appro- 
priate that Congressman Bevill came here this afternoon to let the 
committee know what his support of this program was, because it 
was in his State of Alabama that the first REA telephone loan was 
made in 1959 to the Florala Telephone Co. 

We have had some problems over the years with our program. Of 
course, you, Mr. Chairman, having been here 10 years ago, remem- 
ber what happened on that black Friday of December 29, 1972 
when another administration sought to abolish the program, both 
electric and telephone. Fortunately, the Congress of the United 
States didn't buy that, and the following May it passed into law 
major amendments to the REA Act which not only brought the 
program in better focus but strengthened it. Of course, it was at 
that time that the Revolving Fund was instituted. I say this so that 
we can remind ourselves that from time to time the REA program, 
whether it be electric or telephone, needs to be modified in order to 
keep up with the times. 

In another part of my statement we talk about the changes that 
are occurring in the telephone industry. Mr. FuUarton gave you a 
very vivid description of what that amounts to, so I am not going to 
spend a lot of time on that except to tell you that there are a lot of 
telephone companies out there today in rural America who frankly 
are very, very concerned about their future. That is another reason 
why it is imperative that this committee of Congress stand firm 
behind the telephone program, in view of the traumatic changes 
that are taking place. 

I noticed that Congressman Skeen was here earlier. I can tell 
you that in his own State of New Mexico one of our directors, who 
has testified before this committee on a previous occasion — I be- 
lieve it was 2 years ago — Mr. Jack Keene, who operates a tele- 
phone territory there as large as the State of Maryland, 10,000 
square miles, is very, very concerned about his future. 

I think I have said enough about the change in the industry. You 
can all read about it in the papers, and the media is zeroing in on 
it more and more every day. What is going to happen in the Com- 
merce Committees of this Congress is still uncertain. Come Janu- 
ary 1, 1984, there are some very, very traumatic changes that are 
going to take place under an FCC order, and it appears that there 
might be a possibility of legislation to change that direction. There 
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are certain people in this Congress who are very concerned about 
it, as we are. 

The third part of our statement concerns that proposed changes 
in the bill, and I am not going to mention those because they were 
very aptly described by Mr. Vellone. 

Before closing, I would like to make two other comments. I was 
rather disappointed this morning when the administration testi- 
fied, and I regret to say that because I have the highest regard and 
respect for the RE A Administrator. He is a very fine gentleman. 
However, I have been around this town long enough to understand 
the constraints which are placed upon any REA Administrator in 
what they can and cannot do, what they can and cannot say. 

I think that when this morning's session was over, there was a 
cloud. I hope that tomorrow, after you hear the testimony of the 
National REA Electric Association, that that cloud will be lifted. I 
do not see why it cannot be. I am sure that it will. I know that 
there are folks sitting in this room at this very moment who are 
going to strive to their utmost to be sure that this committee is not 
misled as to what it can and cannot do under H.R. 3050. 

Before closing, Mr. Chairman, I must say one other thing. Next 
April I am going to be 65 years old, and I have promised my wife 
that when that day comes I am going to retire from the Washing- 
ton scene. I say that to this subcommittee now because, as I look 
back over the 22-some years of having come before various commit- 
tees in this Congress in support of the REA telephone program, I 
have many fond memories, as I know you have, in trying to protect 
this program. I shall miss it but I shall have many fond memories. 
I want you to know, Mr. Chairman, that I appreciate the work and 
the effort that you have done over the years to protect this pro- 
gram, which has been so vital to the people of America. 

I thank you very much. Mr. Bob McClelland wishes to say a few 
words. 

[The prepared statement of Mr. Peterson appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Harold, for a 
very challenging statement. I am looking forward to reading the 20 
pages of your statement. 

Before we go to Mr. McClelland, I want to say that is will be a 
sad moment that we fail to see you here, because you have been 
worth a lot to this subcommittee and especially to the telephone 
industry. You have been a right arm in many respects to the work 
that we have done here. We appreciate, more than you know, the 
good work that you have contributed to the legislation that we 
have passed here from time to time and that we have worked on. 
We will miss your counsel and your help. 

Mr. Peterson. Thank you. 

Mr. Jones of Tennessee. Mr. McClelland. 

STATEMENT OF ROBERT S. McCLELLAND, PRESIDENT, NATIONAL 
REA TELEPHONE ASSOCIATION 

Mr. McClelland. Thank you, Mr. Chairman and members of the 
committee. 
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My name is Robert McClelland, I am from Columbia, Mo. I 
appear here as president of the National REA Telephone Associ- 
ation, and I wish to thank the committee for the invitations ex- 
tended to me to appear here today. I am also well-pleased to see 
my Congressman, Tom Coleman, present on the subcommittee 
today. 

I have but a few brief comments to make. I am executive vice 
president of Missouri Telephone Co., which serves approximately 
14,500 customers in 17 exchanges located in 9 rural counties in the 
State of Missouri. These exchanges range in size from our smallest 
at Allendale, Mo., which serves 133 customers, to our latest at Boli- 
var, Mo., which serves approximately 3,500 customers. 

I am proud to tell you that my affiliation with the REA tele- 
phone program goes back 33 years, when I first helped a group of 
farmers organize the Green Hills Telephone Co. at Breckenridge, 
Mo., and get started on their first REA loan. The area these farm- 
ers came from was totally without any telephone service. 

I have been with the Missouri Telephone Co. for 30 years. I know 
full well what Mr. Peterson was talking about concerning the fi- 
nancial vacuum that existed at the time the REA telephone pro- 
gram came into being. We labored hard and long to get financing 
with which to rebuild our wornout system, and it was soon obvious 
to us that the banks and insurance companies we talked to were 
not interested in us because we were serving areas that nobody else 
wanted to serve. 

Those of us old enough to remember this, if you go back during 
the Depression days of the 1930*s, then followed by World War II, 
people were used to being deprived of many services and didn't 
object to minimal quality telephone services and various other 
services. However, following the war as people began to prosper 
they began to demand more services, including high-quality tele- 
phone service. 

Much pressure was generated at the local level to upgrade serv- 
ice, despite the fact that we had no capital with which to do this 
job. We then turned to REA for help. Over the years we have re- 
ceived financing from both REA and the Rural Telephone Bank. 

I came here today also to tell you that there are many REA-fi- 
nanced telephone companies serving rural America who are grave- 
ly concerned about the future of our companies and the people we 
serve. As Mr. Peterson has pointed out, this industry is undergoing 
traumatic change, and it is absolutely imperative that the REA 
keep pace with the changes which are taking place in the industry. 
The bill which you have before you for consideration contains the 
necessary ingredients to enable REA to keep up the pace. 

There is one point that I would like to emphasize very strongly, 
and that is, I do not agree with those who say that the job is done 
in REA and, therefore, private financing in the marketplace can 
take over. The average net worth of these REA-financed telephone 
companies is approximately 26 percent. My experience taught me 
long ago that banks, insurance companies, and other lenders do not 
want to talk to you about borrowing money unless you have at 
least a 40-percent net worth. 

I have watched the changes in the act over the past 30 years or 
so, how the small companies have carried out the mandate of Con- 
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gress to bring modern telephone service to rural America, and how 
these companies have been able to graduate to the higher rates of 
interest as their financial ability improved. However, I must teU 
you that in my judgment there has never been a time when the 
REA telephone program needed to be modernized and brought up 
to date as at this time. If we are to continue to carry out the man- 
date of Congress, this must be done. 

I am proud to have been a part, over these 30 years or so, in car- 
rying out that mandate. I want to personally thank this subcom- 
mittee for the leadership it has displayed over the years to make 
this possible. 

Thank You. 

Mr. Peterson. That concludes our testimony, Mr. Chairman. We 
would be pleased to answer any questions if we can. 

Mr. Jones of Tennessee. Thank yo very much, Mr. McClelland, 
for your statement. 

Harold, if you all can stick around after one more testimony, we 
will call all of you back to the witness table. 

John, we appreciate your being back. You are a familiar figure 
around here. John O'Neal, for the benefit of some of you who may 
not know it, he was counsel to the full Agriculture Committee for a 
long time around here. We are delighted that you are here, John. 

Mr. O'Neal. Thank you, Mr. Chairman. It is certainly my pleas- 
ure to be here, and I will be happy to try to answer any questions. 

Mr. Jones of Tennessee. Thank you. 

Our next witness and, as far as I know, the final witness for the 
afternoon is Mr. James W. Damon of Mount Vernon, Oreg., for the 
U.S. Telephone Association here in Washington, commonly known 
as USITA. 

Mr. Damon, we are delighted that you are here. 

Mr. Damon. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Do yo have anybody with you? Are you 
by yourself? 

Mr. Damon. No, sir, I am by myself. 

Mr. Jones of Tennessee. I see. You may proceed. 

STATEMENT OF JAMES W. DAMON, PRESIDENT, OREGON TELE- 
PHONE CORP., REPRESENTING THE UNITED STATES INDE- 
PENDENT TELEPHONE ASSOCIATION 

Mr. Damon. This is my first experience at ever testifying before 
a congressional committee as well, so it is a little nervous to be by 
myself. 

Mr. Jones of Tennessee. Well, just consider that you are at home 
and make yourself at ease. 

Mr. Damon. Thank you, sir. 

Mr. Chairman and members of the committee, my name is 
James Damon. I am president of Oregon Telephone Corp. from 
Mount Vernon, Oreg., and I am appearing before you as a repre- 
sentative of the United States Independent Telephone Association. 
I currently serve as a member of the REA Borrowers Committee of 
that association. 

I want to thank you for this opportunity to be here. Mr. Chair- 
man, in the interests of brevity I would like to ask that the full 
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text of my testimony, which you have a copy of, be entered into the 
record and that I be permitted to simply make a brief presentation 
to the committee. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become a part of the record and you may summarize. 

Mr. Damon. Thank you, Mr. Chairman. 

My company is one of some 1,432 independent, or non-Bell, tele- 
phone companies in our Nation. I am also well acquainted with the 
word "rural.'' We serve an area 165 miles east to west — that is 
roughly the distance from Washington, D.C., to New York City — 
yet we only have some 1,300 telephone customers. I am also well 
acquainted with what the REA program has accomplished for rural 
America through its financing program for telephone companies. 

When my company first investigated the REA program in 1950, 
we operated three small rural magneto or crank-type telephone ex- 
changes. Long-term commercial financing was nonexistent to our 
financial picture. The REA program gave us the only opportunity 
available to bring modern telephone service to our truly rural area 
at affordable rates that make service available to all. I might add 
that the program has had the important side effect of making us a 
valuable contributor to the economy of our area, as well as to its 
tax base. 

It is important to know and remember that the REA program 
only makes funds available for the construction or extension of 
communications facilities. It does not provide operating capital. Yet 
in the 34-year history of the program approximately $1 billion has 
already been repaid, and there has never been a default. This is 
truly a record of which Congress, those responsible for administer- 
ing the REA program, and the telephone company borrowers can 
truly be proud. 

The telephone industry is currently undergoing unprecedented 
and dramatic change. On January 1, 1984 the court-ordered divesti- 
ture by the American Telephone & Telegraph Co. of its regional op- 
erating companies is to occur. Also on January 1, 1984, the access 
charge order mandated by the Federal Communications Commis- 
sion is scheduled to be implemented. In addition, our industry is 
witnessing almost unbelievable technological change. This is an ex- 
citing time to be involved in the field of telecommunications but it 
is also fraught with monumental change, and in a capital-intensive 
industry like ours these changes are also creating monumental 
problems. 

We believe that the changes in the Rural Electrification Act pro- 
posed in H.R. 3050 constitute responsible and needed improvements 
in the REA program. They are particularly vital to the successful 
operation of the telephone program. In addition, we believe this 
legislation is a sound approach to the problems of the imbalance in 
the Revolving Fund. It is certainly the alternative least costly to 
my Government if we are to maintain a viable REA program and a 
fiscally sound Revolving Fund for the future. 

In addition, it is our view that there will be a number of consoli- 
dations as we regroup to maintain financial solvency in the new 
environment mandated by the FCC. There are a number of provi- 
sions and housekeeping amendments to the REA Act in the legisla- 
tion which will make these changes easier to accomplish. 
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Mr. Chairman, you have already heard much testimony about 
the provisions of H.R. 3050, and I would simply like to conclude by 
pointing out that we believe that this bill will strengthen and en- 
hance the loan programs of REA. Just as important, it will signal 
to those living in the rural areas that Congress is not abrogating 
its commitment made long ago when it originally established the 
REA program — that those living in the sparsely populated sections 
of our country will continue to have the dependable and affordable 
utility service so vital to their well-being. 

I want to thank you for allowing me a few minutes to present my 
views and those of the U.S. Independent Telephone Association in 
favor of H.R. 3050. 

[The prepared statement of Mr. Damon appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. I thank you very much, Mr. Damon. We 
appreciate your being here, and if you will remain just where you 
are, we will call all the other witnesses who have been heard to the 
witness table. 

I wonder, before I do that, if there is any other witness in the 
audience that has not been heard? Our list doesn't show that there 
is anyone else to be heard. 

If not, you gentlemen — Mr. Hogan, Mr. Fullarton, Mr. Vellone, 
Mr. Peterson, Mr. McClelland, Mr. O'Neal, and Mr. Damon — I am 
going to recognize Mr. Stenholm first this time because he has 
been here for the majority of all the hearing this afternoon. I rec- 
ognize him for the first 5 minutes, and then the ranking minority 
member, Mr. Coleman, and then Mr. Bedell, in that order. 

Mr. Stenholm. 

Mr. Stenholm. Thank you, Mr. Chairman. 

I don't know that I have any particular questions but I think 
that we need to replow some of the ground that many of these gen- 
tlemen have testified to today. 

The first point that I would make is that, in reference to the tes- 
timony of Mr. Hunter this morning, I think we need to point out 
that there was criticism of H.R. 3050 but there was not a construc- 
tive alternative given. We believe H.R. 3050 is a constructive alter- 
native. 

I won't get into the specifics of my question because I am going 
to save that for in the morning, when NRECA testifies, but I think 
one very good point was made. This was by Mr. Hogan. The value 
of standardization of engineering and contractual requirements by 
REA, I think that was a very significant point that was made in 
justification of a continuation of a stable REA program, which is 
really what we are talking about. 

There has been a lot of talk about forgiveness, subsidization; 
there have been statements made that anyone who believes that 
rural America can be served with electrical or telephone service 
without somebody subsidizing it is living in a different world. Does 
anyone at the table disagree with that? 

There is only one way, in my opinion, that you can bring service 
to rural America, universal coverage or area coverage, whatever 
the term: Somebody has to subsidize somebody, if you are going to 
have service brought to all who need the service. Any disagree- 
ment? I don't see any heads shaking affirmatively. 
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I think that is one of the keys, Mr. Chairman, that this commit- 
tee will need to take into consideration as we further determine 
the fate of this legislation, that somebody has to subsidize some- 
body, and the basic question is — and I was looking for a news arti- 
cle that was in this morning's Washington Post, and I don't seem 
to find it now, so I will save that, again, for tomorrow — but some- 
body has to subsidize somebody if you are going to bring service to 
that fellow that is 5 miles out at the same rate you are going to 
serve somebody that is maybe 10 connections per mile or 20, et 
cetera. That is a basic consideration. 

What we are talking about is answering the question, not of the 
forgiveness of the $7.9 billion, but of the transfer on the books of 
the U.S. Government of these loans or whatever you want to call 
them, if transferring them to the Revolving Credit Fund is going to 
provide for a stable loan fund or a stable loan condition so that 
rural electric cooperatives or rural electric telephone or electric co- 
operatives can make the necessary long-range planning decisions 
without wondering what the Congress may or may not do between 
now and 1993. Is that also a fair statement of an assessment of all 
of the testimony that has been made here todav? 

I think if there is any criticism that I would make it is that this 
is not going to cost the Treasury anything. I think we use that a 
little bit loosely, when we say this is the way we are going to ac- 
complish this great miracle without anybody paying for it. I would 
rather, Mr. Chairman, that we acknowledge that there is going to 
be a cost. The cost is going to come in the fact that the Federal 
Government is not going to receive those payments back into the 
Treasury and in theory, at least, lower the amount of interest that 
we have to pay on debt. This is where I say somebody is going to be 
subsidizing somebody. I acknowledge that and I don t apologize for 
that. 

I think that is a decision that this committee and the Congress 
have to make, as to whether or not it is in the long-range best in- 
terest of the United States and all of the citizenry that we acknowl- 
edge that. I believe, as I have heard at least two of you today say, 
that this is the most economical way for us to subsidize rural serv- 
ice. We can do it the way that others are suggesting, and we will 
pay much, much more in total dollars than we will in having a 
stable program whereby we can all plan our day-to-day operations. 

I believe, Mr. Chairman, that that is a summary. I don't have 
any questions. The only thing that I would say is, I hate for us to 
say this isn't going to cost anything because I think we weaken our 
argument, not strengthen our argument, by saying it is not, even 
though I recognize that when we budgeted these — before I came to 
the Congress, when I was a rural electric cooperative manager — we 
fought this battle on a regular basis of annual appropriations. We 
were continually told that this was going to be very difficult for us, 
to continue to justify these expenditures out of the budget. Now we 
are off budget. Now we are finding that same argument. 

I guess one of the things that I like about this proposal, about 
H.R. 3050, is when we talk about capital budgets, we talk about off- 
budget financing, we talk about the need of bringing everything 
into a budget process, we are plowing some new ground, Mr. Chair- 
man, with this bill. I think it is going to be a model for many other 
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agencies, including some within the Department of Agriculture — 
Commodity Credit, for example — where we are going to need to 
take a good look at capping the expenditures and telling those indi- 
viduals who are the beneficiaries of the various programs of the 
Federal Government, "We want you to manage this program, and 
we want you to do it within this amount of money. Here is how 
much it is going to be, and we want you to do a good job with 
that/' 

I have gone over my time, Mr. Chairman, but I did want to sum- 
marize that and withhold my other comments for when we talk 
specifically about the rural electric program after NRECA testifies 
tomorrow. 

Mr. Jones of Tennessee. Thank you very much, Charlie, for a 
very fine, constructive statement. 

Now I yield to my good friend, Tom Coleman. 

Mr. Coleman. I think most of you were present this morning 
when Mr. Hunter was here, and he had his charts and his comput- 
er man with him and so forth. They had one chart which indicated 
that in one scenario we do nothing, and you can see the curve fall 
and the Fund go belly-up or just go into bankruptcy basically, a 
little bit. They had another one which was supposed to be this bill, 
and that kind of fell too. Another line that he talked about is one 
scenario where if you increase the interest on the Revolving Fund 
to 9 percent — that was the factor that they had there — that it goes 
on into the future, long term, in pretty good shape. 

I asked him what the effect on consumers would be if it went to 
a 9-percent figure, and the response was that for every 1 percent 
increase in the Revolving Fund, that it translates into one-half cent 
a day increase to the consumer. That is not a whole lot of money if 
that is, in fact correct, by raising it from 5 to 9 percent. 

I would like to have you comment on that answer, and if you 
don't agree with that answer, what figures would you plug-in to 
show an increase to consumers if it went to a 9-percent figure on 
the Revolving Fund? 

Mr. Vellone. That figure, of course, depends on the assumptions 
made. A lot depends on the size of the system and the existing in- 
debtedness that must be considered. It varies up and down, depend- 
ing on the individual circumstances. Like the old saying, "We can 
all drown in 2 feet of water,*' the same thing pertains to averages 
of this nature. 

Mr. O'Neal. I would like to add also, Mr. Chairman, that the Ad- 
ministrator did not make it clear whether or not he was referring 
to electric or telephone rates or both. Frankly, Mr. McClelland and 
I discussed that matter over lunch today, and his company had 
made a study last year based on potential rate increases on a loan 
that they received from REA. With the indulgence of the commit- 
tee, I think it might be important for him to address that question. 

Mr. Jones of Tennessee. Mr. McClelland. 

Mr. McClelland. Yes, sir. About a year and a half ago we re- 
ceived a $10 million loan from REA to upgrade some of our facili- 
ties and put a digital switoh in our largest exchange at Bolivar, 
Mo. Now what Mr. O'Neal refers to is, I quickly estimated that if 
we were paying 5 percent more interest on that money, this would 
amount to about $3 per month on each customer's telephone bill. 
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Mr. Coleman. The Administrator said this morning that that 
was telephone and electric. I asked him that and he said that it 
was a combined figure. 

If you look at one of their charts which shows two of those lines 
become insolvent — this is if nothing happens, this is if this bill 
passes — the other line that they don't show here, which we asked 
them to supply to us, goes up here and goes off the chart, and that 
was the 9 percent or 2 percent below the CBO figure, assumed 11 
percent, down to 9 percent. Now he has down here: "Assumes 11 
percent CBO rate; no growth; no forgiveness; and CBO's amor- 
tized.'' 

Now I am asking you to refute his statement about the 1-percent 
increase in interest rates translating into one-half cent a day. This 
is what I want to hear, what I want to ask. Bob has just mentioned 
some study they made for his company, but I am asking for the 
Nation. Is he telling us the truth, or is it incorrect with these as- 
sumptions? 

Mr. Vellone. The answer depends on the assumptions made. We 
could supply examples for the record contradicting that statement. 

Mr. O'Neal. I think, too, Mr. Chairman, that we find ourselves 
in basically the same position as the committee finds itself. This is 
the first time that we have seen these charts, and we have not had 
the opportunity to study them. I would suggest that when you start 
talking about doubling the interest rate, particularly in the tele- 
phone business, you are talking about significant rate increases. 
When you add those to the already existing burdens that are going 
to be placed on individual rate payers, particularly in rural Amer- 
ica, after the first of next year, you are talking about significant 
amounts of dollars. 

Mr. Vellone. Also overlooked, for the record, is the fact that 
these borrowers in both the electric and telephone program do get 
considerable portions of their financing from other sources — from 
the supplemental financing source, CFC, in the electric program, 
from the Rural Telephone Bank in the telephone program — and 
these factors do not consider the present burden, which is a lot 
more than the assumed 5-percent base that as given this morning. 

Mr. Coleman. Well, I would like to have somebody from your 
groups supply me information so that I know what the answer to 
that question is. If we are talking about, under the answer Mr. 
Hunter gave, increasing the consumer rates $7.30 a year, I think 
we have better things to do than worry about $7.30 for a whole 
year. If you have other figures based upon their assumptions or 
other assumptions that are more realistic, I would like to have 
those as soon as possible. 

Mr. Fullarton. Congressman, NTCA would be happy to supply 
examples of the impact of increasing interest rates on rates to tele- 
phone subscribers. It must be recognized, however, that an average 
in this case really doesn't mean a whole lot; that every situation is 
different. We will attempt to supply you with a broad range of ex- 
amples of the impact of interest rates on existing REA borrowers 
and their operations. 

Mr. Coleman. Thank you. 
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Mr. Jones of Tennessee. One question, Dave: Let me ask you, the 
information that you would be supplying us would be from tele- 
phone co-ops only? 

Mr. FuLXARTON. Both co-ops and commercial borrowers. We 
would attempt to get examples from both types of corporate entity. 

Mr. Jones of Tennessee. Will that be broken down so we can see 
the difference? 

Mr. FuLXARTON. If you wish. 

Mr. Jones of Tennessee. I think it would be good to know. 

Mr. FuLLARTON. What we would have to do — the question is so 
difficult that we don't make assumptions of the kind that allow 
broad averages to be floated because they are invariably mislead- 
ing, invariably. Therefore, what we would do is, we would give you 
a range of sample operations of rural telephone systems, regardless 
of corporate structure. 

Mr. Jones of Tennessee. I think what Tom is asking for is some- 
thing that is really important to us, that we have that information. 
We are not going to markup tomorrow, anyway, or day after to- 
morrow, so we need to have that information if we can, and from 
some of you other people too — Harold, from your association — 
USITA. 

Mr. Peterson. We would be happy to do that. 

Mr. Jones of Tennessee. We would be glad to have it from any of 
you that we can obtain it, just so it is authentic. 

Charlie, did you have something? 

Mr. Stenholm. I will just say I am quite certain that when 
NRECA testifies, they will be giving this same 

Mr. Jones of Tennessee. Yes. 

Mr. Stenholm [continuing]. In fact, I see Mr. Partridge out 
there — that they would be prepared to do that in the morning, and 
show the difference in systems. I think the point that has been 
made is a very pertinent one. When you argue the averages it 
doesn't mean a whole lot. How it affects individual systems is going 
to be the message that is going to come through to us when we see 
those figures. 

Mr. Jones of Tennessee. Bob Partridge, would you have that type 
of information for the electrics when your group testifies? 

Mr. Partridge. I will be prepared tomorrow, Mr. Chairman. 

Mr. Jones of Tennessee. Very good. 

Mr. Bedell, do you have something? You are recognized anyway 
at this time. 

Mr. Bedell. Many of us are wrestling to try to understand this 
whole thing as well as we possibly can. Do I understand it correctly 
that if I am a borrower — I have a small local telephone co-op — I 
can borrow either through a direct loan or a guaranteed loan? Is 
that correct? 

Mr. Vellone. The guaranteed loan is available for almost any 
borrower that can meet the loan guarantee rate. The other type of 
loan depends on whether or not the borrower meets the particular 
qualifications for that particular program. That is, there are statu- 
tory criteria for the 5 percent standard program and there are stat- 
utory criteria for the Rural Telephone Bank program. 
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Mr. Bedell. However, my understanding is that most of the dol- 
lars that are loaned are loaned under the guaranteed program. Is 
that correct? 

Mr. Vellone. That is true in the electric program; it is not true 
in the telephone program. 

Mr. Bedell. Oh, it is not? OK. 

Do I understand further that really what is happening, what the 
proposal is, if we take the amount of money that has been bor- 
rowed, if we indeed forgive the requirement to repay that to the 
Government and make it then a revolving fund, that you will be 
able to take the payments which I as a small telephone company 
make back to the fund, which consist of interest and payment on 
principal, take the total of those two and use that, then, to pay for 
the interest charges that I have on any CBO's that I may borrow. 
Is that the way this will work under this new bill? 

Mr. Vellone. Well, the new bill is not any different from the old 
bill in this respect. This is a revolving fund. It recycles the collec- 
tions of interest and principal to take care of the immediate needs 
of making advances on new loans and to pay existing interest. In 
recent years the collections on loans that have been made do not 
provide more than about half of the cash requirements, and the 
program is designed to permit the collections to be supplemented 
by borrowing from outside sources or from the sale of the Fund's 
assets under CBO*s. That is part of the Revolving Fund plan. 

Also overlooked in all of these discussions about doing nothing is 
the fact that there is authorization right now, today, for appropri- 
ations for interest subsidies and losses. There is also authorization 
in the present law to borrow for other purposes than just to make 
advances on loans; to meet any of the Fund's obligations, including 
borrowing to refinance existing obligations. 

Now the important thing of doing something about these notes in 
the future is to stabilize the requirements for interest coverage in 
that critical period. These notes, which have been expended a long 
time ago — water under the bridge, as you might say — the payment 
of those has to come from someplace. 

The Fund gets money only from its collections and from borrow- 
ings from the outside world, so to meet existing obligations of this 
nature it would just roll them over, like any commercial enterprise 
does, like the commercial utilities do. It is not within the function 
of these utilities to actually ever pay off a debt, except by new bor- 
rowings. It is the execption rather than the rule, and that was 
overlooked entirely in this morning's discussions. 

Mr. Bedell. I don't want to be disrespectful, Mr. Vellone, but I 
am trying to find something out and I wish you would consider 
that we are not too intelligent up here. This long dissertation 
frankly did not help me a bit in trying to understand what I am 
trying to understand. We are friendly toward what you folks are 
trying to do, but if we are going to understand it we have to have 
some short answers to the questions that I am trying to ask so I 
can understand the problem. 

The problem I have is, I am trying to understand how this bill 
will work, if it works, and to understand what problems there 
might be out into the future. Is it correct that the bill, in simple 
language for simple people, would say that if I am operating a local 
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telephone service, that I will continue to make the payments that I 
have committed to pay, which are interest and principal on the 
loan that I have borrowed, but that the Administrator will simply 
take those total payments and what he will need to do under this 
legislation is pay the interest amount due from the borrowings that 
they make. Therefore, he will have interest and principal to use to 
pay the interest that he owes. In simple terms, is that really the 
way this works? 

Mr. Vellone. Yes. 

Mr. Bedell. OK. That is tremendous. If that is the way it works, 
then the question that I would ask is, how long are the principal 
payments generally, and is there a chart to show what those 
annual principal payments are anticipated to be over the next few 
years? I assume that what is really happening, if I understand it, is 
that we are going to use the principal payments in order to subsi- 
dize the interest. 

If that is the case, then the amount of principal payments is 
going to be critically important. If those are going to drop off sig- 
nificantly in the future, then it appears to me the necessary sutei- 
dy is going to drop off significantly in the future and we are in 
trouble. If those are going to increase in the future, then it looks to 
me as if the interest rates could be expected to go down in the 
future. Is there a chart that would show what those receipts, those 
principal receipts, are expected to be? 

Mr. Vellone. I think REA has prepared charts over the years, 
but the important point to make is that 

Mr. Bedell. Before you give the point, is that available? Is that 
chart available to the committee? 

Mr. Vellone. I do not have such a chart but I am sure that REA 
has. 

Mr. Bedell. Well, at least this committee member would appreci- 
ate very much receiving it, because it seems to me that is a critical- 
ly important thing as you look at where you are headed in the 
future. 

Now I interrupted you. You may go ahead. 

Mr. Vellone. Yes. The point I would like to make is that there 
are no restrictions on the receipts into the Fund. The receipts into 
the Fund, from whatever source, are intermingled with all other 
receipts of the Fund and are used for all purposes of the Fund. In 
other words, interest collections are not restricted to making inter- 
est payments; principal collections are not restricted to making 
principal payments. The Fund 

Mr. Bedell. There won't be any principal payments any more by 
the Fund, will there? 

Mr. Vellone. Well, there would be the equivalent of principal 
payments if the principal payments are applied to, say, these 
notes 

Mr. Bedell. New notes. 

Mr. Vellone [continuing]. To new notes and also to the CBO's. 

Mr. Bedell. However, what we are doing is, we are saying that — 
I don't want to take too much time — we are saying that the indi- 
vidual borrower will still make principal payments on the loan 
that he has, but that it will not be necessary to make those princi- 
pal payments back to the Government because those will be forgiv- 
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en and made a part of the Revolving Fund, of the loans that have 
already been made. 

Mr. Vellone. No. 

Mr. Bedell. Well, if that is not correct, then we will talk about it 
later sometime and you can explain it to me. 

Mr. FuLLARTON. A note in addition: We have just passed a note, 
and NRECA has the chart of principal payments and will submit it 
tomorrow morning to the committee, if that is satisfactory. 

Mr. O'Neal. Also, Mr. Bedell, on page 11 of Mr. Peterson's testi- 
mony I think it shows the information that you want, at least up it 
through 1982. It is not a projection of anticipated repayments but it 
does show what the repayments to the Fund have been, in both 
principal and interest, from its inception through 1982, as well as 
the outlays of advances to borrowers and interest paid during that 
same period. What you might want REA to do would be to extend 
those projections into the future. 

Mr. Jones of Tennessee. Thank you, Mr. Bedell. 

Thank you, gentlemen. 

Mr. Weaver, do you have any questions? 

Mr. Weaver. Not right now. 

Mr. Jones of Tennessee. OK. All right, we are about to finish 
here. 

Does any member of the subcommittee have more questions at 
this point? 

[No response.] 

Mr. Jones of Tennessee. I have two or three I want to ask. Let 
me ask this august body a question or two that I would like to ask, 
and I am asking it to the group so anybody can answer that would 
like. 

In my congressional district and throughout the area that I am 
quite familiar with, people are really outraged about paying in- 
creases in telephone rates right now. In fact, every time I go home 
that is what I hear more about than most anything else. My ques- 
tion to each of you is, what impact will the passage of H.R. 3050 
have on future telepohe rate increases, if any? 

Mr. FuLLARTON. Mr. Chairman, as a very broad statemnt, the 
passage of this legislation will of necessity stabilize borrower oper- 
ations and keep interest rates as low as they are feasibly able to 
be. Thus, they will hold down rate increases. That is an overall 
generalization. 

Mr. Jones of Tennessee. You are generalizing by saying that if 
the Fund is used, Dave, by the various telephone companies, that it 
will assist in being able to make the services better and being able 
to make it more efficient, to hold down rates? 

Mr. FuLLARTON. Yes. By stabilizing and holding in relative stabil- 
ity the interest coverage requirements for improvements in plant 
and extensions of plant, it has to have the effect of stabilizing rates 
or holding them down. 

Mr. Jones of Tennessee. Do the rest of you gentlemen agree with 
that? 

Mr. Peterson. Well, what is sought in the bill, in addition to 
what Mr. FuUarton has indicated, is that some of those provisions 
will enable the companies to do in a competitive environment that 
which they cannot do today. We are told that we have to be more 



29-469 0—84 8 

Digitized by 



Google 



108 

competitive, and yet there are certain constraints placed upon the 
REA telephone borrowers that work against that objective. There- 
fore, there are some provisions in H.R. 3050 affecting the telephone 
segnient that allow us more flexibility to do what Mr. Fullarton 
has just indicated, and it is sorely needed. 

Mr. Fullarton. Mr. Jones, we are telling our members, as I 
think you may be aware, that we are looking at our entire revenue 
base being eroded in the years ahead from a variety of circum- 
stances within the industry, and that they have to look for otJber 
sources of revenue to hold down those basic kind of telephone 
rates. We call that diversification, amongst our telephone systems, 
and I referred to that in my testimony. 

Particularly the lien accommodation provisions of H.R. 3050 
would allow us to diversify, seek other kinds of financing for those 
services, and thus offset the otherwise erosion of the revenue base 
and hold down rates even more significantly, as Mr. Peterson 
points out. 

Mr. Jones of Tennessee. Well, now, if the Reagan administration 
prevails and H.R. 3050 is not enacted, will future rate increases be 
more or will they be less? 

Mr. Peterson. Well, I don't think there is any doubt that future 
rate increases are going to be more. Everybody in this country is 
going to get increased telephone rates by reason of the FCC action. 
Mr. Alfred Kahn says that this is good. He said the way the system 
had been run before is no good. It goes against his pure economic 
theories. 

I had the dubious pleasure of listening to the professor from Cor- 
nell out in Denver in August. I was sitting as close to him as 
McClelland is, when he said in the presence of Jack Keene from 
New Mexico that if they had done things the way he wanted to do 
them, instead of there being 94 percent of the households in this 
country with telephones there would only be about 86 percent. He 
implied that this was good because it satisfied his pure economic 
theories, but then, you know, he also said something else. He said, 
"But there is a problem in rural America." He admitted that. 

As a matter of fact, the Rocky Mountain News, the following 
morning after he made that statement — and I have a copy of the 
article— it says: "Fewer in U.S. To Have Phones, Kahn Says.*' Well, 
if you applied pure economic theory to telephone service in rural 
America, no one would have telephone service, which goes right 
back to the statement that Mr. Stenholm made earlier. 

Mr. Fullarton. Mr. Chairman, in reference to Mr. Stenholm's 
comment, there are really two major reasons why telephone service 
today in rural America is both reliable and affordable. One is the 
REA program, and the other is what has been the structure of the 
nationwide network. 

Well, related to the divestiture and specifically to the FCC access 
charge decision, the network is no longer planned to provide the 
kind of support to universal service for residential and rural sub- 
scribers that it has in the past. With that gone, as Harold says, 
everybody's rates are going to rise. There is a particular problem in 
rural areas because of the high cost to provide service. 

If in any way the REA program and its future is brought into 
jeopardy, we have a real disaster on our hands in terms of provid- 
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ing communication service in rural areas. Mr. Kahn's estimate of 
the decrease in the people who will be able to afford reliable serv- 
ice is, I think, a little weak. I think it is much higher than that. 
Therefore, with the changes in the industry, the REA telephone 
program is even more critical if our rural citizens are to be able to 
communicate. 

Mr. Jones of Tennessee. Does any member of the subcommittee 
have any more questions? 

Mr Bedell. I do. 

Mr. Jones of Tennessee. Mr. Bedell. 

Mr. Bedell. I am still having some difficulty. This chart gives me 
even more difficulty, I guess, in trying to understand everything, 
because the chart would indicate that the interest received is great- 
er than the interest paid out so far, significantly greater. My ques- 
tion is, under what terms was the original capital that this $7 bil- 
lion or whatever it is that we have in the Fund, under what terms 
was it borrowed from the Government so that we can charge 5-per- 
cent interest on the money we loan out, and take in more than 
what we have to pay for the money we have taken? Can that be 
explained easily? 

Mr. FuLLARTON. Probably in about four sentences but inad- 
equately, Congressman. The Fund was structured initially to be 
self-supporting, back in 1973. What has brought about the dilemma 
that is going to occur in the 1990's is, plain and simple, the thing 
that has happened to all Americans — high interest rates — because 
the Fund borrows from the Treasury at the Treasury's rate and the 
FFB is borrowing short term. If money is 18 percent, they are 
paying 18 percent; if it is 10 percent, they are paying 10 percent, 
and this is what the Fund has to pay out. Therefore, the stability of 
the Fund was based on the prediction of what interest rates will be. 

Mr. Bedell. Well, have they borrowed quite a lot of money at 
less than 5 percent? 

Mr. FULLARTON. No. 

Mr. Bedell. If they haven't, I don't understand how they can 
take in — if they are paying more than 5 percent on the money they 
are loaning — I don't understand how they can charge 5 percent and 
collect more than they are paying. 

Mr. Vellone. The situation is this: The REA Revolving Fund col- 
lects interest at 5 percent maximum from all of the borrowers on 
all of the outstanding loans. 

Mr. Bedell. Right. 

Mr. Vellone. It pays interest on only part of the capital invested 
in these loans. 

Mr. Bedell. Why? 

Mr. Vellone. Because part of the capital invested was already 
invested before 1973, and the interest on those notes that we have 
been talking about was extinguished in the 1973 amendments, so 
that a large portion of the loans on which REA receives interest 
require no interest to be paid. As of the moment, the total interest 
income exceeds the total interest expense of the Fund. 

Mr. Bedell. That explains it, but can you give me some idea of 
what those figures are? We are talking about here, as I understand 
it, transferring something on the order of $7 billion or so out of 
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loans into the Fund. Is this money you are talking about in addi- 
tion to that? Was there a big amount previously put into the Fund? 

Mr. Vellone. In my prepared statement I indicate what went 
into the Fund at its start in 1973. 

Mr. Bedell. Was that a large amount? 

Mr. Vellone. It was a large amount of existing loans receivable 
from the borrowers. They were transferred over into the Fund, 
with the authority for the Fund to use the receipts, principal and 
interest, for the purposes of the Fund, whatever they may be — to 
make new loans, to pay interest on loans, to cover the obligations 
of the Fund. 

Mr. Bedell. About how much was it? 

Mr. Vellone. It is — no, it is larger than that. 

Mr. Bedell. Roughly. 

Mr. Vellone. Yes. It is right here. 

Mr. Bedell. My question is. Is it $1 billion or $10 billion or $5 
billion? 

Mr. Vellone. The total amount is $7,802,780,918, of which— it is 
on page 3 of the statement — of which $6.5 billion plus is the out- 
standing notes payable by electric and telephone borrowers to 
REA. 

Mr. Bedell. Yes. 

Mr. Vellone. Then there was $882 million of undisbursed bal- 
ances of electric and telephone loans. These are loans made but not 
disbursed. It takes an average of 2 or 3 years to disburse a loan 
after it has been made, and these were the funds that were availa- 
ble to be disbursed on the loans made the year before and the year 
before that. 

Mr. Bedell. This doesn't apply to my question. I thought you 
told me that in 1973 there as a sizable amount of money put into 
the Fund by the Government and that that is money on which you 
don't have to pay interest. I thought that is what you said. My 
question is. Is that a sizable amount or is that insignificant? 

Mr. FuLLARTON. The amount put in was primarily in the form of 
receivables. 

Mr. Bedell. OK. I don't care what it is. I want to know how 
much it was. Is it a big amount or a small amount? 

Mr. Vellone. That is represented on the liability side of the bal- 
ance sheet, and that was $7,408,638,000. 

Mr. Bedell. Oh, so $7 billion was put in previously. We are talk- 
ing about doing something similar with this legislation. Is that cor- 
rect? 

Mr. Vellone. This is an existing liability. No new money was 
put into the Fund at that time. 

Mr. Bedell. No, no. No, no. We have two things. We have capital 
given to the Fund and we have loans loaned to the Fund. Is that 
correct? In 1973 capital was given to the Fund. Is that correct? 

Mr. Vellone. About 5 percent of the total was equity capital at 
the time. About 5 percent of the total was equity capital. The loan 
made the Revolving Fund liable for $7,408,638,673 of notes issued 
by REA to the U.S. Treasury from August 14, 1953, through March 
19, 1973. 

Mr. Bedell. I think I am wasting everybody's time but I just 
have to tell you my concern. My concern is that I don't understand 
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how you can borrow money at 11 percent, loan it out at 5 percent, 
and take in more than you loan out. When I find out how to do 
that, I am going to go into the business, and I have a lot of farmers 
who would like to come and see me. [Laughter.] 

Maybe when I get back to my office or sometime, somebody can 
explain to me how that works. I won't take any more of the sub- 
committee's time trying to find it out now. 

Mr. O'Neal. What may be misleading you, Mr. Bedell, is the fact 
that the Administrator referred to the fact this morning that the 
$7.8 billion was put into the Fund in 1973 as seed capital. Frankly, 
that is not correct. Those notes already existed. The money had 
been lent out to individual rural systems, telephone and electric. 

Mr. Bedell. Is there any interest on it? 

Mr. O'Neal. Sir? 

Mr. Bedell. Is the Telephone Revolving Fund paying the Federal 
Government interest on that? 

Mr. O'Neal. No, sir. By statute there is no interest due on those 
notes. Those notes, however, were put into the Fund as liabilities of 
the Fund, even though they didn't come due until 1993 through 
2017. However, that was not seed capital. What we are asking now 
is that those notes be made capital of the Fund. 

Mr. Bedell. However, what I understand has been happening in 
reality, if I understand it correctly, is that you have been loaning 
the money out to borrowers and telling them that they are sup- 
posed to pay interest and principal on it, but you are not paying 
any principal. You are only paying interest. Isn't that correct? 

Mr. O'Neal. No, sir. 

Mr. Stenholm. Mr. Chairman, let me take a stab at it. 

Mr. Jones of Tennessee. Mr. Stenholm. 

Mr. Bedell. Forget it. 

Mr. Stenholm. No, let me take just a couple of seconds. Berk, 
and maybe we can help you understand it. 

In 1944 was when Congress first amended the law to begin pro- 
viding for the 2-percent loan fund. In 1973 the Congress had appro- 
priated almost ^8 billion — $7 something— let's say $8 billion that 
Congress, prior to 1973, had appropriated for REA. In 1973, in the 
wisdom of the Congress we set up the new program which provided 
for the Revolving Fund concept. 

Now there was about $500 million seed capital that was provided. 
The rest of it was just a shift on the books of money that was al- 
ready owed, that was put on the balance sheet as a liability to the 
Fund. 

Mr. Bedell. All right. 

Mr. Stenholm. Now the problem has come because we specified 
in the Congress that we were going to loan it at 5 percent. Well, 
interest rates have been higher than that, so as we were loaning it 
at 5 percent, we were not getting enough in repayments to keep 
the Revolving Fund going. Therefore, there was created a CBO — 
certificate of beneficial ownership — in which the Revolving Fund 
went into the market and borrowed the money at the going rate, 
which was whatever it cost the Government to make these loans 
since 1973. 

What we were making these loans for, and the difference in the 
interest, is what has depleted the Revolving Fund. That is why, if 
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we don't change the interest rate we are charging and we don't 
have this additional influx of seed money — and we are really talk- 
ing about some money of $7.9 billion, is what I am sa3dng now— 
what we have to do now is recognize you cannot do what you just 
said. You cannot borrow it at 11 percent, which is what the Fund 
was doing, and loan it out at 5 percent without using up your seed 
corn. That is what we have been doing. 

Mr. Jones of Tennessee. Well, we have one more 

Mr. Stenholm. Mr. Chairman, let me make one additional com- 
ment. 

Mr. Jones of Tennessee. OK. 

Mr. Stenholm. I can appreciate the confusion of anyone because 
I have to admit, even though I spent OVa years in the program, it is 
difficult sometimes to understand totally what we are talking 
about. 

Let me make one other point. We have our telephone cooperative 
people before us today. You know, in 1937 any one of yoUr mem- 
bers or your customers or my constituents, if you happen to be 
from Texas, could telephone me or the chairman or Mr. Bedell and 
tell us what you thought about this bill. In 1937 for $9 you could 
call and talk to us for 3 minutes, or you could mail us 450 letters 
and tell us what you thought about this piece of legislation or any 
other piece of legislation. Today, for that $9 you can phone us and 
talk to us and try to explain the position, talk to us for a little over 
20 minutes, but you can only mail us 45 letters. 

You know, guess which one the regulatory bodies, the courts, 
which body it is being suggested is abusing the consumer? If we 
stop and think what is happening to us in some of this debate, and 
it has gone way further than what I think this committee or 
anyone else would recognize, it is the same thought process that 
comes in and says that rural electrification has done its work and 
there is no longer or need for a **subsidy." It is kind of like the 
same city officials coming up and telling us they don't need reve- 
nue sharing. 

My last point is, we approved for the next 3 years about $15 bil- 
lion in revenue-sharing funds, which is a direct appropriation out 
of the Treasury. The bill we are talking about today, which is not a 
forgiveness bill — it is just a paper transaction on the books of the 
U.S. Government, to which it is going to be paid back — is $7.9 bil- 
lion over the next 30 years. That is the dollar relationship of what 
we are talking about. 

Mr. Jones of Tennessee. A fine statement. Thank you, Charlie. 

I want to thank everybody who has been here this afternoon, for 
your attention and your time and for the testimony that you have 
offered. You have done a good job, and we appreciate it very much. 
We are not ready for a markup. We are going to have tomorrow. 
We will meet again in the morning at 10 a.m. The subcommittee 
will stand in recess until that time. 

[Whereupon, at 4:15 p.m., the subcommittee recessed, to recon- 
vene at 10 a.m. on Wednesday, October 5, 1983.] 

[Submitted material follows:] 
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TESTIBfONY BY 
THE HONORABLE TOM RIDGE (Pa) 

SUBCOMMITTEE ON CONSERVATION, CREDIT, 
AND 'RURAL DEVELOPMENT 

October 4, 1983 

Thank you, Mr. Chairman. I appreciate very much the opportunity 
to appear today before your subcommittee to speak in favor of H.R. 3050, 
the proposed amendments to the Rural Electrification Acts. 

Although I will have some comments on the specific provisions 
of this legislation later in my testimony, I will leave detailed 
analysis of the bill to other speakers who will appear before you 
later today and tomorrow. 

At the outset, I believe it is important to review the reasons 
why the Rural Electric financing programs were established, and why 
they are still important today — important to the residents of the 
21st congressional district of Pennsylvania which I represent, Mr. 
Chairman, and indeed, important to millions of Americans who live 
in rural areas all across our country. 

In a very real sense. May 11th, 1935, was a major turning point 
in the development of this nation's rural areas. On that date. 
President Franklin Roosevelt signed an executive order that established 
the Rural Electrification Administration. REA was intented to provide 
low interest loans to anyone who would extend electric service into 
rural areas. In almost every case, however, it has been non-profit, 
consumer -owned rural electric cooperatives that have done the job. 
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page two 



From the very beginning. Rural Electrification has received 
strong bi-partisan support within the Congress. It has received 
this support because of the challenges it has overcome and the 
leadership it has provided in the electric utility industry. 

This bi-partisan support is manifest in the co-sponsorship 
of the amendments to the Rural Electrification Act that are before 
this distinguished subcommittee today. I am proud to say that my 
own state of Pennsylvania has contributed more co-sponsors to this 
legislation than any other state. Nineteen of our 23 representatives, 
and both of our senators are co-sponsors of this bill or its 
counterpart in the Senate. 

Until the end of 1972, loans made by the Rural Electrification 
Administration wer-e funded by money received from the Treasury 
as a result of annual authorizations. Two new financing prograuns 
were established in 1973, an insured loan program and a program 
of loan guarantees. Neither of the current REA financing programs 
rely on taxpayers' dollars. They are not part of the federal 
budget and do not contribute to the federal deficit. 

The changes that were made a decade ago substantially increased 
the cost of financing rural electric construction programs. But 
those changes were made with full cooperation, participation, and 
support of rural electric leaders. 

When it became apparent that changes would have to be mad6 
in the rural electric financing programs, especially the insured 
loan program, rural electric leaders again showed their forthright 
and cooperative attitude. 
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The legislation currently before this subconunittee is largely 
the result of the work of a "Blue Ribbon" panel of rural electric 
leaders including several past REA administrators. 

Mr. Chairman, we are not being asked to enact a crisis program. 
We are not being asked to provide a bail-out. Nor are we being asked 
to act without the benefit of a thorough investigation of all the 
facts associated with this matter. The approach rural electric 
leaders have asked us to take to address the problems associated 
with their program is, in my judgement, a prudent one. 

To this point, I have spoken generally about the history and 
justification for federal involvement in the rural electrification 
program. In addition, I have addressed the current challenges that 
face the REA financing programs and the proposed response to these 
challenges that has been outlined by REA leaders. I would now like 
to turn to a specific provision of H.R. 3050 — perhaps its most 
controversial provision. 

This provision would convert notes payable by the REA Administrator 
to the Treasury into permanent capital of the Rural Electrification 
and Telephone Revolving Fund. The notes were executed during the days 
of the old REA direct loan program to convert congressional author- 
izations into the actual funds that were lent to rural electric 
cooperatives. This provision does not, in any way, alter the 
obligation of rural electric cooperatives to repay their loans to 
the federal government. It does, however, provide the revolving 
fund with a stable source of funds for future operations. 
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This is not a revolutionary proposal . This technique has been 
used by the federal government on at least two other occasions, 
once with the St. Lawrence Seaway Corporation, and another time with 
a special revolving fund in the Department of Energy. Private 
corporations, as you know, Mr. Chairman, use this technique every 
day. Through the use of convertible debentures, private corporations 
convert debt instruments like bonds into assets like common stocks. 

That is exactly what is being proposed for the Revolving Fund. 
Debt instruments — the notes from the REA Administrator to the 
Treasury — are being converted into assets — capital in the fund 
that would be owned by the federal government. This is not a give-away 
because nothing is being given away. The money represented by the 
notes from the Administrator to the Treasury is currently owned by 
the federal government; and the money that will be represented by 
the capital in the revolving fund will also be owned by the federal 
government. 

There are five points I believe the Subcommittee should 
remember as it moves forward with its consideration of H.R. 3050: 

First, the work of rural electrification is not completed. 
There are always new consumers to be served and old lines to be 
brought up to modern standatrds. 

Second, the challenges facing rural electric cooperatives 
today are much as they were almost a half century ago when REA 
was established. Rural electric cooperatives still serve the 
most remote, most rugged* and most sparsely settled areas of the nation. 
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Third, the rural electric financing programs represent an 
attempt by the government to establish equitable levels of federal 
assistance l^jthe various forms of ownership in the electric 
utility industry. 

Fourth, rural electric cooperatives merit continued federal 
assistance because of their remarkable record of fiscal integrity. 
The repayment record of rural electric cooperatives has been 
second to none with defaults totaling less than $50,000 out of 
the $35 billion of loans and loan guarantees that have been made 
during the last half centuty. 

And fifth, all Americans have a stake in keeping the electric 
rates paid by our nation's farmers and ranchers at reasonable levels. 
The price of food to consumers in our cities and towns is directly 
related to the cost of the electricity farmers and ranchers use to 
assist them in their work. 

Thank you, Mr. Chairman and members of the Subcommittee, for 
this opportunity to comment on H.R. 3050. I hope the Subcommittee 
will move forward to report this important measure in a timely fashion. 
This legislation means much not only to my own constituents in 
northwest Pennsylvania, but also to millions of other Americans who 
live in rural areas throughout our entire country. 

Thank you. 
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TESTIMDNY OP CONGRESSMAN WILLIAM F. CLINGER, JR. 

Thank you Mr. Chainnan. I appreciate this opportunity to appear before 
the Subcommittee to speak in favor of H.R. 3050, the proposed amendments to the 
Rural Electrification Acts. 

Almost 50 years ago, in the area surrounding the t(wns of Warren, Brookville, 
and Parker, Pennsylvania, and in areas througihout the Uiited States, rural people 
lived lives full of darkness and drudgery. Uilike their cousins who lived in 
town, these rural residents did not have the benefit of central station electric 
service. As recently as 1935, only 24 percent of the farms in Pennsylvania had 
electric service. For the nation, the figure was only ten percent. 

In ray area, the first rural electric cooperative was established in 1936. 
In a very real sense, farmers and their rural neighbors who had been deprived 
of electric service came together to fbim their own electric utility. They used 
loans from the Rural Electrification Administration to run electric lines over 
the hills and across the valleys to bring lig^t, and power, and music to their 
homes. By doing so, they entered the 20th century and, at long last, they took 
their place along side their city cousins as first class citizens. 

From 1935 to 1972, rural electric cooperatives received low interest loans 
from REA that were directly funded by the federal treasury as the result of the 
annual authorizations. In 1972, Congress replaced the direct loan program with 
two new financing programs; a program of loan guarantees designed to assist in 
the construction of power supply facilities and a program of insured loans 
primarily designed to benefit rural electric distribution cooperatives. 

■Die REA guaranteed and insured loan programs that Congress established a 
decade ago have generally worked well. There are storm clouds on the horizon, 
however. The unprecedented interest and inflation rates of recent years have 
threatened to throw the Rural Electrification and Telephone Revolving Fund out 
of the balance by the end of this decade. The Revolving Fund was established as 
the source for new REA insured loans to distribution cooperatives. Its health 
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is essential to the cantinued stability of the financing program that benefits 
the almost 1,000 rural electric distribution cooperatives that serve almost 
30 million Americans. 

A "Blue Ribbon" comndttee of rural electric leaders was formed to explore 
potential solutions to the problems faced by the Revolving Fund. The results 
of the committee's work are largely incorporated in the legislation before the 
Subcommittee today. If enacted into law, the provisions of H.R. 3050 will 
increase rural electric cooperative financing costs. But, very importantly, 
the changes contained in this legislation will allow the REA financing programs 
to continue to operate well into the future. 

To conclude, Mr. Oiaiiman, I would like to review five reasons why I 
believe we should support this legislation. 

First, the work of rural electrification is not conpleted. 

Althougji rural electric cooperatives have extended central station service 
to nearly every fann and rural residence, there is still raiich work to be done. 
Each year, new people move into rural areas. Service must be extended to them. 
And many of the lines that run throu^ the countryside are thirty or forty years 
old. They must be replaced in order to provide reliable and adequate service to 
meet the needs of today's consumers. 

Second, the challenges facing rural electric cooperatives today are much 
as they were almost a half century ago when REA was established. 

Rural electric cooperatives serve the most remote, the most ruggpd, and the 
most sparsely settled areas of the nation. A measure of this fact, I believe, 
is the statistic that rural electric cooperative service areas include almost 
75 percent of the surface area of tlie United States, but cooperatives serve only 
ten percent of the nation's consumers. Cooperatives serve an averagp of only 
4.7 consumers per mile of line while the private power companies serve an average 
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of 35.8 consuniers per ndle of line. Cooperatives receive revenue that averages 
only $3,370 per mile of line. Oft the other hand, cooperatives* investments in 
their systems average $1,337 per ccnsimier as compared with only $825 per consumer 
for the private power conipanies. It only makes sense that it will cost more to 
provide service in rural Warren County than downtown Pittsburg or Philadelphia. 

Another aggravating factor in my area is that as many as 50 percent of the 
consumers of seme cooperatives are seasonal members v^o use their sumner hemes 
and hunting caxaps only infrequently. Although these seasonal meidbers produce 
very little income to help offset cooperative operations, the cooperative must 
make the investment to have service available whenever these consumers flip the 
light switch. 

Third, the rural electric financing programs represent an attenpt by the 
government to establish equitable levels of federal assistance to the various 
forms of ownership in the electric utility industry. 

Although their investment per consumer and operational costs are significantly 
higher than those of the private power companies, rural electric cooperatives 
receive substantially less federal assistance. Through accelerated depreciation 
allowances and federal tax credits, private power ccn^anies receive assistance 
from the federal govenunent totaling about $3.6 billion per year. Federal 
assistance to municipal electric systems as a result of their ability to finance 
their capital projects through the sale of tax-exenpt bonds totals about $331 
million per year. This calculates into federal assistance to private power 
conpanies of about $50.70 per consumer per year and to municipal electric systems 
of about $40.45 per consumer per year v^ile federal assistance to rural electric 
cooperatives amounts to less than $9.00 per consumer per year. 

I believe it is inportant to remember that aLnost all of the assistance 
received by rural electric cooperatives from their beginning has been in the fbm 
of loans that will be repaid to the federal government and not grants or tax write-offs 
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Fourth, rural electric cooperatives merit contiiuied federal assistance 
because of their remarkable record of fiscal integrity. 

Over the years, loans and loan guarantees totaling almost $35 billion have 
been advanced to rural electric cooperatives. But, in the almost half century 
history of the rural electric financing programs, there have been only two 
defaults totaling less than $50,000 with the last default taking place over 
three decades ago. 

And fifth, all Americans have a stake in keeping the electric rates paid 
by our nation* s farmers and ranchers at reasonable levels. 

Ofte of the primary reasons the rural electrification program was established 
almost 50 years ago was to increase the productivity of our nation's farms and 
ranches and that it has done. America's fanners are the most productive in the 
world. America's f aimers make us the best nourished people on the face of the 
earth and there is even enough left over for us to help feed a hungry world. 
The productivity of American agriculture is, to a large extent, dependent on 
electrical power. As a result, the price of electricity is reflected in the 
price of every tomato, every steak, and every quart of milk that Americans consume. 

Rates charged by rural electric cooperatives nationwide already average 
14 percent more than those charged by the nei^^oring private power company. In 
my area, the rates of one rural electric cooperative are almost double those of the 
neighboring private power conpany. The rural electric financing programs and the 
provisions of H.R. 3050 will help to keep this rate disparity from worsening. 
Yes, H.R. 3050 will help moderate the electric rate increases faced by rural 
electric consiners. But, in a very real sense, H.R. 3050 will also help to 
moderate the price of tomatoes, and steak, and milk for consumers in cities and 
towns far from the nearest rural electric cooperative. 

In conclusion, Mr. Chairman, I would like to again thank you for allowing 
me to express my siqjport for H.R. 3050. I join my many colleagues v*io have 
CO- sponsored this measure in urging the Subcoranittee to expeditiously and 
favorably act on this important legislation. 
Thank you. 
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TESTIMONY ON H.R. 3050 

Submitted to the 

SUBCOMMITTEE ON CONSERVATION, 
CREDIT, AND RURAL DEVELOPMENT 

By the 

HON. HAROLD L. VOLKMER 
MEMBER OF CONGRESS 



Thank you, Mr. Chairman, for the opportunity to testify before 
your subcommittee today. I wish to voice my strong support for 
H.R. 3050, the Rural Electrification and Telephone Revolving Fund 
Self-sufficiency Act. I am pleased to cosponsor this legislation, 
along with many others, including the chairman and the ranking 
minority member, my colleague from Missouri, Mr. Coleman. 

In 1936, the Congress and President Roosevelt enacted the 
Rural Electrification Act. With this act, we became committed to 
the commendable goal of assuring our rural citizenry of reliable 
electric and telphone services at affordable rates. Lending 
programs were established to help achieve the task of making these 
necessities of modern living available to every citizen of this 
great country. 

In 1973, Congress created the Rural Electric and Telephone 
Revolving Fund to provide a long-term source of capital for REA 
borrowers and allow the continued development of rural electric 
and telephone systems. During the last ten years, however, interest 
rates have risen to all-time high levels. Also during this time, 
the demand for electric and telephone service in rural areas has 
been heavier than anticipated, leading to a higher- than-expec ted 
demand for loans from the Revolving Fund. 
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The combined effect of high interest rates and heavy loan 
requirements has been a threat to the solvency of the Revolving 
Fund. If electric and telephone systems are to continue to serve 
rural America — and I believe they must — they will need an adequate 
and reliable source of capital. H.R. 3050 will help provide that 
capital by putting the Revolving Fund back on a sound footing. 

Cooperative enterprises are a strong and vital part of our 
nation's economy. For nearly fifty years electric cooperatives 
have played a major role in the advancement and development of 
rural America and enhanced agricultural production. Rural electric 
and telephone cooperatives provide an important, necessary service 
in sparsely populated and remote regions of the nation, typically 
serving large geographical areas with few consumers per square mile. 
Serving these areas is difficult and expensive when compared with 
serving densely populated urban areas. Because of this expense, 
passage of H.R. 3050 is essential to the 25 million agricultural and 
rural-area consumer/members being served by the rural electric 
cooperatives. . 

The major goal of the rural electric program is to provide an 
adequate and reliable supply of electric energy to rural America 
at the lowest possible cost. After extensive study of alternatives 
for long-term financing, you have developed legislation which would 
achieve this goal. I support H.R. 3050, and I urge my colleagues 
to act promptly and favorably on this bill. 
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TESTmOMY OF 

HONORABLE HAROLD V. HUNTER 

ADMINISTRATOR, RURAL ELECTRIFICATION ADMINISTRATION 

Mr. Chairman, and nembers of the coanlttee, I appreciate this opportunity to 
appear before you today to discuss H.R. 3050, a bill to amend the Rural 
Electrification Act. 

I have mixed emotions about testifying today. On the one hand, I cannot help 
but feel gratified that Congress and the trade associations have heeded the 
alarms we have sounded over the past several years concerning the 
deteriorating financial condition of the Rural Electrification and Telephone 
Revolving Fund (RETRF). When we first started raising those concerns and 
suggesting types of actions which would help restore the Fund's health, the 
reaction we received was "if it ain't broke, don't fix it." Our budget 
proposals have addressed the concerns by gradually increasing supplemental 
private financing administratively in order to maintain the fund's solvency 
and achieve the objectives of the 1973 Rural Electrification Act. 

Now, rather than solving a potential problem with an administrative solution, 
the same people who once dismissed our concerns are seeking major and very 
costly legislative changes, including the immediate forgiveness of $7*9 
billion worth of debts that do not even begin to come due for another 10 
years. For good measure, the proposal asks you to deprive Treasury of 
uncounted billions of additional dollars in future years through mandating 
one-way, downwara-only refinancing of Certificates of Beneficial Ownership 
(CBO's) and loan guarantees and requiring that the Secretary of Agriculture 
request direct appropriations to support discretionary (reduced interest rate) 
loans. Without these massive additional giveaways, we are told, the long term 
viability of tne Fund and the REA program is threatened. 
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Back in 1973f when the RETRF was established, we had a clear expression of 
Congressional intent and a clear consensus as to the purpose and direction of 
the RETRF. It was not intended that the Fund require substantial subsidies on 
a regular basis. The new interest rate of 5 percent was close to the then 
prevailing cost of money to govemnent. Further, Congress explicitly stated 
that the borrowers were to be helped toward gradual financial and operational 
independence from REA. 

Unfortunately the proposal before us represents a gross overreact ion to the 
Fund's current problems. It represents an attempt to stampede Congress into 
actions which purport to strengthen the Fund, but which in fact only serve to 
delay, at great cost to the taxpayer, the Fund's insolvency. It represents an 
attempt to perpetuate unrealistically low interest rates, thereby increasing 
borrower reliance on the Federal government. Thus, this proposal represents a 
virtually total abandonment of the Congressional consensus we had about the 
direction and future of the Fund back in 1973. 

In 1973, the RETRF was established using $7.9 billion in interest-free loans 
from the Treasury as seed money. There was never any doubt that these were 
loans and that they were to be repaid. We are being told that Congress should 
forgive them now, because their very existence seems to cause anxiety. We are 
being told that forgiveness of the loans will have no impact on the public 
debt. Well, if this promissory note signed by one of my predecessors is not a 
loan, I do not know what it is. If the existence of this loan and others like 
it cause anxiety, I can prescribe a simple cure: raise RETRF interest rates 
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enough so that the loans can be repaid. The necessary rates do not have to be 
exorbitant, either. In fact, they would still be up to a couple percent below 
the govemnent*s own cost of borrowing and still balance the Fund. The $7*9 
billion Is real money, money that cannot be made to disappear by erasing a 
number In one column and writing It down In another, money that the Fund owes 
to Treasury, and money that will have to be raised by taxes or Treasury 
borrowing If the long-term notes are forgiven. 

In 197 3 t the standard RETRF rate was raised to 5 percent. This Increase was 
Intended to assure that the $7.9 billion In seed money would grow and would, 
after the repayment of the $7*9 billion In loans, continue to provide a source 
of funding for deserving borrowers at reasonable rates. At the same time, the 
increase to 5 percent brought the RETRF rate more closely Into line with the 
prevailing cost of money to government. Now, ten years later, much of the 
financial leverage which that $7.9 billion Interest free loan provided has 
been used up. But the leverage has not been exhausted. If, for example, 
RETRF rates were raised to within a couple of percentage points below the 
government's cost of borrowing, enough revenues would be generated to permit 
full repayment of the long-term notes, continuing levels of program activity, 
and absorption of REA's costs for discretionary (reduced Interest rate) loan 
activity. Such an adjustment in rates would assure that the RETRF would be a 
source of adequate funding support at clearly favorable but not excessively 
low interest rates. So what does the proposal before us advocate? 
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Section 6 establishes a formula which would be used to set RETRF interest 
rates at levels which will yield sufficient interest receipts to pay CBO 
interest expenses but will not provide for repayment of long-term notes or 
even CBO principal. As CBO*s mature or are paid through amortization, they 
will be rolled over through the sale of new CBO's. Consequently, the primary 
financing vehicle of the RETRF will be annual CBO sales of ever increasing 
size; in effect, not a true revolving fund. 

Of course, for those who are not bothered by increased intrusion of the 
Federal government into the credit markets, this proposed new RETRF structure 
is not a problem. But the Section 6 formula dynamics have one additional 
result: the formula will almost assuredly result in RETRF insolvency. Even 
with forgiveness of the $7.9 billion, the fund will still go insolvent under 
program growth and cost of borrowing conditions resembling those of recent 
years . These conclusions are based on extensive computer modelings of the 
Fund under the bill's proposals and formula. A description of our methodology 
and sunmary of our findings are provided. We would of course be happy to 
discuss the specifics of our methodology and findings with you. Just as we 
informed the trade associations of our approach and findings back in June. 
Our analyses demonstrate that the formula fails with equal regularity whether 
or not CBO* a are amortized. Enactment of this bill will put into law a 
formula which is almost guaranteed to fail . 
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Speaking of guarantees, the 1973 Act envisioned Interest rates on loan 
guarantees and CBO*s which would reflect the rates paid by the Federal 
government for Treasury borrowings of comparable maturity. Recent high 
Interest rates have resulted In correspondingly high CBO rates, and may result 
In some high rate loan guarantees. The bill before us provides for 
penalty-free, one-way, downward-only refinancing of CBO*s and loan 
guarantees. The only types of situations where these provisions do not result 
In Increased cost to government are where the government's cost of borrowing 
rises to 15 percent and remains there Indefinitely. In any case where 
Interest rates follow a downward trend or a more traditional cyclic pattern, 
the cost to the Treasury of these refinancing provisions will be far greater 
and more Immediate than the forgiveness of the $7.9 billion In long-term notes. 

Another major problem with the proposed legislation relates to changes In REA 
lien accommodation and subordination policies. Those changes could 
essentially require REA to subordinate Its liens for virtually any reason 
requested by a borrower. We believe that our primary fiduciary responsibility 
Is to assure the security of loans we make. We also believe that we should 
not allow our security to be diluted by subordinating or accommodating our 
lien to support ventures not otherwise fundable under the Act. Another major 
problem Is the requirement that REA guarantee third party (National Rural 
Utilities Cooperative Finance Corporation (CFO) debt. This provision will 
only make cooperatives more reliant on Federal government credit guarantees. 
Further, since states and municipalities are eligible borrowers, the language 
In Section 7 of H.R. 3050 could be Interpreted to require REA loan guarantees 
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for tax-exempt obligatlona such as ffluniclpal or state bonds. According to the 
U.S. Treasury, Congress has enacted 24 statutes which preclude Federal 
guarantees of tax exempts since 1970. Therefore, we strongly oppose this 
provision. 

Quite frankly, we believe that the fraoers of the bill did not In all oases 
realize the true extent of the giveaways and forgivenesses contained In those 
provisions; the costs of those giveaways and forgivenesses to the government, 
the taxpayers, and future generations of rural electric and telephone 
consumers /subscribers; and the extent to which this legislation makes the 
borrowers look like they are seeking an unwarranted and extremely costly 
handout. 

We believe that when one considers the value of many Federal benefits already 
provided to the cooperatives (e.g., subsidized direct loans, 100 percent loan 
guarantees, tax-exempt status, tax-exempt municipal bonds for pollution 
control equipment. Incentives under Safe Harbor Leasing even though most 
cooperatives have been tax-exempt, and preferential access to low-cost Federal 
power), the proposal before us represents a major Increase that is neither 
justified nor consistent with the goal of the 1973 Rural Electrification Act 
calling for greater borrower reliance on private credit. This proposal is an 
overreact ion to a potential future problem with the fund. Therefore, we 
strongly oppose the legislation. 
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STATEMENT OF HONORABLE TON BEVILL 
BEFORE THE SUBCOMMITTEE ON CONSERVATION, CREDIT AND RURAL DEVELOPMENT 
OF THE HOUSE AGRICULTURE COMMITTEE 
OCTOBER 4, 1983 



Mr. Chalraan and Members of the Subcoomilttee, it is a pleasure 
£or me to appear before this most distinguished panel to testify in 
favor of H. R. 3050. 

In my view, this legislation, introduced by my good friend Ed 
Jones, will make a significant step toward guaranteeing the solvency 
of the Rural Electric and Telephone Revolving Fund. 

I am a strong supporter o^ continuing the development efforts 
which REA has brought to rural America. In' delivering power and 
telephone systems to the farmlands and small remote communities 
across this great land, REA provided the spark which ignited a 
flurry of economic growth. 

And REA continues to provide financing to bring state-of-the- 
art power and telephone facilities to our rural locales. In fact, 
hardly a month goes by without a community in my largely rural 
fourth district of Alabama receiving needed loan monies from REA. 

These loans provide the capital to proceed with electrical and 
telephone development. This -development, in turn, brings with it 
far-ranging economic growth to the community's industrial and 
agricultural sectors. And rural America stays on the move. 

However, there are those within this country who want to see 
such government -spurred development halted because they believe 
sufficient development of rural America has already been 
accomplished. But I am convinced they are using short-sighted 
economic logic. And short-sightedness does not promote gro%rth, it 
allows decay. 

Those who claim that our government's economic programs over the 
past 50 years have been ineffective and wasteful don't know their 
history. They want to instill "economic isolationism" in America 
between those with money and those without. 



Digitized by 



Google 



131 



HON. TON BEVILL 
PAGE 2 



I think it prudent to re-«xaiiine the economic conditions the 
United States was facing during the 1930 's, vhich led to the 
creation of the REA and other Auccessful prograas. 

I Ve had Just been economically, socially acid Borally devastated 
by the vomt depression in history. Some of the beat farmlands had 
become a dustbovl. Family fortunes, homes and buslneeses had 
vanished In the collapse of banks. Factories were idled, breadlines 
formed. America was at a low point and millions had lost everything 
but hope. 

But this country did not roll over on its back and die. Instead 
it began to restore itself. And that restoration, fueled by the 
hope which has nourished America from its beginning, produced the 
most dynamic economic boom in history. 

The bank collapse led to the formation of a national insurance 
system to guarantee the solvency of this country's banking system. 

The loss of family homes led to the establishment of a federal 
mortgage protection program insuring the continuation of private 
home ownership 

The dustbowl led to the creation of meaningful assistance to our 
nation's farmers. 

And your Chairman is one who knows first-hand the economic 
turnaround began 50 years ago in the Tennessee Valley. He has seen 
the economic, agricultural, flood-control and power development in 
the Tennessee Valley initiated by government investment through the 
TVA. 

And the Rural Electrlftcatton Administration has been at the 
forefront of Anerlca's economic revitalization. As one of the most 
successful government programs created a half -century ago, REA has 
helped rural America prosper. 

I .believe H. R. 3050 is the legislative instrument Congress 
needs to pass to keep that growth from being baited 

As you know, the Rural Electric and Telephone Revolving Fund has 
been hit hard by the double-digit interest races of the past few 
years. While the rates it paid for funds skyrocketed, its capital 
was eaten into. 
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In assessing the future of REA, and the action Congress should 
take, we have two option* • The first would be to turn our backs on 
the continued developtBent of rural Aaerica by increasing rates on 
REA loans, reducing available borrowing funds and forcing 
cooperatives to borrow ciore money from the private lenders. In 
other word*, we can shut the door on future development. 

That action could bring economic stagnation to rural America. 
First, it would probably Itiereaee ttonthly power bills for rural 
Americans by as much as $100 a month. And their bills already 
average 12 percent higher that urban power customers. Further, it 
would prohibit needed expansion of the power and phone systems 
serving rural areas. 

The second option would be to reaffirm our belief that rural 
America is a solid investment by implementing the provisions of 
H. R. 3050. 

This legislation would enable periodic adjustments in the 
interest rate on REA insured loans. This fiscally responsible move 
would permit sufficient flexibility to cover interest expenses of 
capital borrowed by the Revolving fund. 

The legislation would also convert notes currently due to be 
paid to the U. S. Treasury beginning in 1993, into permanent equity 
capital of the revolving fund. These provisions, contained in this 
legislation would create the basis for a self-sufficient fund to 
assure the continued availability of capital for future development. 

No one would be released from pa3ring the full amount due on REA 
loans in force today. No one would be released from paying the full 
amount due on future REA loans. The purpose of this legislation is 
not to forgive any debt. The purpose is to secure long-term 
solvency to this important economic development fund. 

Rural power and telephone development has constraints imposed on 
it which urban development does not. The sparsely settled nature of 
rural areas carries with it a tremendous investment per household. 
Expecting rural citizens to absord the full brunt of this expense is 
not logical. 



Digitized by 



Google 



133 



HON. TOM BEVILL 
PAGE 4 



These people have 8u£fered severely in recent years from 
downturns in farming. Poor crops, bad weather, high expenses, low 
market prices and high interest rates have combined to deal a 
devastating blow to our farmers, agribusinesses and rural 
communities. Ve cannot in good Judgement expect them to shoulder 
'yet another burden. 

H. R. 3050 holds hope for again bringing progress to our rural 
communities. I totally support this legislation and 1 will work for 
the continued development it provides to rural America. 
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POWER AND COMMUNICATION CONTRACTORS ASSOCIATION 

700 Seventh Street, S.W. Suite 3 Washington, D.C. 20024 202-484-8100 



STATEMENT OF THE 

POWER AND COMMUNICATION CONTRACTORS ASSOCIATION 

BEFORE THE 

SUBCOMMITTEE ON CONSERVATION, CREDIT, AND RURAL DEVELOPMENT 

OF THE 

HOUSE COMMITTEE ON AGRICULTURE 

October 4, 1983 

by 

Mr. Lee W. Hogan 

Director and Legislative Committee Chairman 

Mr. Chairman and Distinguished Comnittee Members: 

My name is Lee Hogan. I am owner and President of Universal Electric 
Construction Company, Houston, Texas* I appear today on behalf of the Power and 
Comnuni cation Contractors Association as a member of the Association's Board of 
Directors, and Chairman of its Legislative Committee. The Power and Comnunlcatlon 
Contractors Association represents a highly specialized, little publicized, segmen 
of the National Construction Industry. Nevertheless, our organization Includes 
268 corporate members; employs 25,000-1- American workers; completes $925,000,000 
of construction annually; and, for the past two decades, we have constructed wore 
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than 75X of the REA and RTA projects completed in this country. 

We want to make it abundantly clear at the onset of this testimony, that we 
have a direct financial interest in the REA construction program and our testimony 
is thus prejudiced. However, we feel strongly that our experience with REA since 
its Inception in 1936 gives us a perspective that we can beneficially share with 
your Committee in the consideration of HR 3050. 

This legislation, and its companion S1300, present the U.S. Congress with its 
second opportunity to restructure the REA program In the past decade — the first 
being the creation of the revolving fund In 1973. You are now facing three choices: 

(1) Abandon the REA program and require member electric and telephone 
coops, to repay the revolving fund corpus beginning in 1993 and to 
finance future construction through private financial sources. 

(2) Dissolve the revolving fund and revert to a system of funding REA 
requirements through annual budget appropriations. 

(3) Adopt the modifications to the revolving fund proposed by both NRECA 
and NTCA as embodied in HR 3050. 

Although there are clearly variations and permutations on these three options, 
this delineation accurately identifies the three philosophical approaches available 
to you. 

Our organization strongly supports Option 3 — HR 3050 — for the following 
reasons : 

(1) The retention of the revolving fund, with rates adjusted to match the 
cost of borrowing by the fund, will provide a permanent method of 
funding that will neither Increase Federal deficits nor exert upward 
pressure on interest rates, since the projects Involved will be built 
in either the private or public sector under any of the three options 
considered. 
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(2) Environmental, engineering, and easement considerations now mean 

that virtually all electric and telephone projects require tw to four 
years from inception to completion. Such programs are clearly not 
appropriate for annual budget appropriations that nay vary wildly with 
changes in the economic and political climate. 

(3) The standardization of engineering and contractual requirements by the 
REA has provided, and will continue to provide, lower construction costs 
to the REA's and RTA's of the Nation. Our Association, which does work 
for investor owned electric and telephone utilities, municipal systems, 
and other governmental agencies (Defense Department, Corps, of Engineers, 
and various power authorities), has completed studies showing REA bids 
average 5-12% below other categories because of REA's superior standards. 
These savings translate directly into lower utility bills for cooperative 
members . 

Our Association has noted with concern the criticism directed at the REA program 
by the U.S.D.A. Inspector General's office as referred to in the WALL STREET JOURNAL 
of 9/1/83. Although we would refute most of the conclusions in Audit Report 
#09613-1-Ch, as transmitted to Administrator Hunter by Mr. D. E. Adkisson on 
May 20, 1983, we have particular expertise relating to Recoimendation #5, Section II, 
Page 4 of that report. Mr. Adkisson 's suggestion that only those construction 
projects anticipated in work plans submitted two years prior to need should be 
reimbursable with loan funds demonstrates such an appalling ignorance of the 
functioning of a utility system that it completely destroys the credibility of the 
entire report. This suggestion totally ignores the inequitable occurrence of 
national disasters, mineral exploration booms, rapidly conceived industrial loads, 
and changing growth patterns that simply cannot wait the six to eight months necessary 
for receiving approval for modified work plans. Fortunately, the men and women of 
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the REA program and member coops, have exercised better judgement in providing 
rural utility service to this country for the past 50 years than the Inspector 
General did in preparing his report. 

In summary. Ladies and Gentlemen of the Congress, HR 3050 provides you with 
the opportunity to continue one of the most successful and efficient Federal programs 
for the last half century, at no cost to the Federal budget, by adopting modifications 
to the current system which the rural electric and telephone industry has thoughtfully 
developed prior to the arrival of a crisis. We hope you will share our support of 
this desirable legislative solution. 
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SUMMARY 

The 435 member systems of the National Telephone Cooperative 
Association, which provide telephone service to five million 
consumers in the most rural areas of 42 states, support in the 
strongest terms the passage of H.R. 3050. The legislation 
parallels recommendations of the NTCA Future Financing Committee. 
The committee was assisted in its deliberations by Joseph 
Vellone, who among other things, provided assistance in drafting 
the legislation creating the telephone revolving fund in 1973, 
and who, until joining NTCA in 1982, worked at REA, where he had 
most recently served as Acting Assistant Administrator for 
Administration, and Assistant Secretary of the Rural Telephone 
Bank. NTCA is anxious to assist REA to begin changing with the 
times. 

Although fully 95 percent of rural Americans today have access to 
telephones, it is still infeasible for small telephone systems 
serving high cost rural areas to provide service at commercial 
interest rates. 

Some problems faced by REA telephone borrowers today include: 

o The entire telecommunications industry is in the midst of 
an unprecedented upheaval. The long-standing commitment 
to universal telephone service is in danger, due to sweep- 
ing changes in the regulation of the industry. Recent 
FCC and court decisions would allow telephone companies 
to provide services and equipment on a deregulated basis, 
but at the same time, these decisions would erode the 
traditional sources of small company revenue. The FCC 
access charge scheme would add yet another burden to rural 
residents; one causing rural rates to spiral within a matter 
of a few short years. In short, the continued viability 
of rural telephone service will be critical to maintaining 
the national network. 

o Most small, rural telephone systems are still unable to 
qualify for commercial financing, owing to their low 
debt: equity ratios, which averaged 26.3 percent of total 
assets at the end of 1982. 

o Current REA policies deny borrowers access to outside 

financing. REA holds a first lien on all property owned 
or subsequently acquired by the borrower. REA, in addi- 
tion, has generally refused to share this lien with pri- 
vate lenders who would otherwise be willing to provide 
financing, unless the borrower agrees to provide a 
"compensating benefit" to the government, which often 
means reducing the term on the existing notes, or pre- 
paying one or more of the notes. This policy makes it 
difficult, if not impossible for borrowers to secure 
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commercial financing, which, in turn would actually en- 
hance the government's loan security. 

o There exists an increasing strain on the ability of the 
revolving fund to meet the capital requirements of rural 
telephone companies, due to inflation and high interest 
costs. The disparity between the amount REA must pay for 
funds and the interest rate it receives on loans to tele- 
phone system borrowers has created a growing imbalance 
in the revolving fund, whose interest costs, by 1986, 
are expected to exceed its interest receipts from 
borrowers. 

H.R. 3050 provides the following solutions: 

o H.R. 3050 would ensure the continued financial health of 
the REA telephone program: by authorizing the REA admini- 
strator to adjust periodically the standard interest rates 
on new REA loans to the level required to ensure that the 
revolving fund's interest expenses are recouped; and by 
exchanging $7.9 billion in notes payable by REA between 
1993 and 2016 for an equity interest in the revolving fund, 
thereby strengthening the fund for the future. Without 
this latter provision, interest subsidies of more than 
$30 billion -- almost four times the amount of notes in- 
volved -- would be required within the Seune time frame. 
The first of such subsidies, authorized under current law, 
is included in the 1984 appropriations bill, approved by 
both Houses of Congress. 

o H.R. 3050 would help borrowers diversify their operations 
and secure private market financing. One provision would 
direct the REA Administrator to subordinate or accommodate 
its liens at the request of the borrower. 

The administration has suggested restoring the balance in the 
revolving fund by cutting the amount of available loan funds and 
raising interest rates in an attempt to force borrowers onto a 
commercial market that will not lend them money. Without the 
lien accommodations and other administrative policy changes 
detailed in H.R. 3050, borrowers would simply be shut off from 
the commercial market. 

H.R. 3050 should be viewed as a comprehensive, forward- thinking 
package, designed to bring the REA telephone and electric pro- 
grams into the eighties and beyond. The solutions proposed to 
existing problems in H.R. 3050 are sound and timely. Without 
this legislation, continuation of rural telephone service -- and 
therefore universal service — would be jeopardized. H.R. 3050 
addresses current problems with workable solutions today, before 
a massive federal bailout is called for in the future. 

It is time, once again, for REA to change with the times. 
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Mr. Chairman and Members of the subcommittee. My name is 
David C. Fullarton. I am the Executive Vice President of the 
National Telephone Cooperative Association (NTCA). NTCA is a 
national trade association made up of 435 locally owned and 
operated small telephone systems providing service to five 
million consumers in the most rural areas of 42 states. 

I appreciate the opportunity to appear before you today to 
discuss the need for changes in the Rural Electrification Admin- 
istration (REA) loan programs. Our long-standing support for the 
REA telephone program spans almost three decades. When our 
association was formed in 1954, the telephone loan program was 
still in its infancy. We have grown together and relied upon one 
another and have changed, accordingly, as times have changed. 

That is what is at the heart of this legislation: the 
ability of REA to change as times warrant. NTCA supports H.R. 
3050 in the strongest possible terms. The basis for that support 
comes from our members' years of experience in delivering high 
caliber telephone service to rural Americans. Allow me to 
provide a framework of reasons why NTCA believes the time has 
come to pass H.R. 3050. I will define the problems we have 
experienced, and outline solutions incorporated into the legis- 
lation. Let me say at the outset that this legislation parallels 
the recommendations of some of the finest minds in rural tele- 
phony: our members of the NTCA Future Financing Committee, who 
spent many weeks researching and exploring alternatives in 
reaching solutions to these problems with the help of Joseph 
Vellone who is seated beside me today. 

Mr. Vellone is NTCA's Special Counsel. He joined our staff 
in 1982 with the primary responsibility of helping our members 
explore the various sources of financing for their diversified 
operations and to prepare for industry changes brought on by 
competition and deregulation. He came to NTCA directly from REA 
where he had been serving as Acting Assistant Administrator for 
Administration and Assistant Secretary of the Rural Telephone 
Bank. In these positions, he directed and coordinated the 
general administrative activities of six separate divisions 
within REA. Mr. Vellone also provided technical assistance to 
the House Committee on Agriculture in drafting the legislation 
which eventually created the telephone revolving fund in 1973. 
I cannot imagine an individual better qualified to address your 
comments, as he will following my statement. 

As many of you are aware, the REA telephone loan program was 
created by Congress in 1949, when fully 62 percent of rural areas 
were without telephones. What little service there was, was 
provided on inadequate multi-party lines. The telephone loan 
program came into being because it was not feasible to serve most 
underpopulated areas, where capital costs are higher and cus- 
tomers are sparse, at interest rates required by most lenders. 
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Today, though 95 percent (REA figures) of rural Americans have 
access to telephone service, it is still not feasible for the 
small telephone systems serving high cost rural areas to provide 
that service at commercial interest rates. 

But the REA program stepped in to fill a vital need. It 
offered rural telephone companies low interest loans in exchange 
for a commitment from each borrower to extend service to the 
largest practical number of subscribers, regardless of profitabi- 
lity. Recognizing the need for technical assistance, REA also 
established standards specifically for the design of rural 
telephone systems; equipment specifications, engineering designs 
and construction techniques. Within ten years, REA assistance 
had extended service to subscribers in 45 states through 700 
telephone companies. 

The success of the program was borne out by the fact that by 
1971 the need for growth capital had far surpassed the availa- 
bility of funds in the telephone loan program. As a result, REA 
changed with the times. The Rural Telephone Bank (RTB) was 
created by Congress as a means of providing supplemental financ- 
ing at higher, closer-to-market interest rates. The establish- 
ment of the RTB served two important functions: it allowed 
companies which could feasibly pay the higher interest rate to 
provide their customers with better quality service, while it 
relieved some of the pressure on the lower interest REA insured 
loan program. 

Another important change came in 1973, when Congress esta- 
blished the Rural Electrification and Telephone Revolving Fund as 
the new source for REA loans. This followed on the heels of 
Administration impoundment of funds that had already been • 
appropriated by Congress. Initial assets of the fund included 
outstanding notes of REA borrowers and undisbursed balances of 
previously approved REA loans. Its liabilities included $7.9 
billion in non-interest bearing REA notes to the Treasury. The 
revolving fund is replenished through collections on outstanding 
and future REA loans, interim Treasury borrowings, and money from 
the sale of Certificates of Beneficial Ownership (CBOs), which 
represent pools of borrower notes that REA holds on its loans. 

The REA telephone loan program has been an unqualified 
success. Not one loan has been lost through foreclosure. The 
program has been instrumental in developing and maintaining the 
nation's universal telephone network. It has made modern, 
affordable telephone service possible for upwards of 11 million 
rural Americans. In no small measure, the success of the prograun 
has rested on its ability to adapt in changing times. 

Today is one of those times. 
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The Problem 

REA telephone program borrowers still face high capital 
costs distributed among fewer customers than do urban systems. 
But today this problem is just one among many confounding rural 
telephone companies, and the picture is critical. 

The telecommunications industry is in the midst of a tremen- 
dous upheaval. The long-standing national commitment to univer- 
sal telephone service is precarious, at best, due to sweeping 
changes in the way the industry is regulated. While recent 
Federal Communications Commission (FCC) and court decisions would 
allow telephone companies to provide services and equipment on a 
deregulated basis, these same decisions would cause the erosion 
of traditional sources of small company revenue, such as payments 
to the local system for long distance services. The access 
charge scheme promulgated by the FCC would add yet another burden 
to residents of rural areas; a burden which, down the road, will 
contribute to spiralling rural rates. 

The continued viability of telephone service for rural 
people will be a critical element in maintaining the national 
network. Now is the time to face the challenge: to equip REA to 
help rural telephone systems better grapple with these problems. 
To survive in the competitive environment mandated by the FCC, 
rural telephone companies must develop financial strength through 
diversification with new services and operations that will 
provide new sources of revenue to support the necessarily high 
costs of local rural service. 

Two roadblocks stand in our way. First, most small, rural 
telephone systems, with their low equity ratios, still cannot 
qualify for financing on the commercial market. The average net 
worth of all REA telephone borrowers at the end of 1982 was only 
26.3 percent of total assets. Clearly, most small, rural tele- 
phone systems will require continued government financing to 
supply high-cost local telephone service for the foreseeable 
future . 

Secondly, current REA policies deny borrowers access to 
other sources for financing which is not available under programs 
administered by REA. The agency holds a first lien on all 
property owned or subsequently acquired by the borrower, regard- 
less of whether the funds to purchase the property were provided 
by REA or another lender. In addition, REA has generally refused 
to share its lien with private lenders willing to fund projects 
which REA is not now financing, unless the borrower agrees to 
provide a "compensating benefit" to the government. REA often 
narrowly defines that term to mean reducing the term of existing 
REA notes, or in some cases, prepaying one or more of the notes. 
In most cases, this is simply not practical. 
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Since most private lenders require a first mortgage position 
on new projects or a favorable common mortgage covering existing 
and new plant, current REA policy makes it difficult — if not 
impossible -- for borrowers to secure financing for worthy 
projects that could strengthen their overall financial stability 
and actually enhance the government's loan security. 

In addition, REA's policy on the use of general funds often 
works to prevent borrowers from investing their own funds in new 
plant that could help ensure long-term viability in the face of 
increasing competition within the local exchange area. The 
current general funds policy requires a telephone system to 
maintain its general funds (REA considers money spent in prior 
years directly or indirectly for "miscellaneous physical proper- 
ty" as still available to reduce the amount of the next loan or 
loan advance) at a level below eight percent of its total tele- 
phone plant investment, if the borrower wants to continue receiv- 
ing new loans or advances on existing loans. 

REA recently took steps to diffuse this issue by proposing 
to allow borrowers who can pay dividends or retire capital 
credits without prior REA approval to invest the amount of the 
allowable distribution instead in new telecommunications pro- 
jects, without having it count in the general funds calculation. 
However, any services not classified as telephone service under 
the existing definition would have to be provided through a 
separate subsidiary. 

This proposal would offer little relief. Few borrowers can 
make distributions without REA approval in an amount large enough 
to provide a subsidiary with an equity base that would attract 
private capital. In fact, some telephone cooperatives could 
encounter legal restrictions or adverse tax effects by investing 
in a subsidiary. Again, the problem is exacerbated by the fact 
that REA steadfastly refuses to share its mortgage security with 
other lenders. 

NTCA has raised these issues time and again with the admin- 
istration, most recently in comments on the current REA general 
funds proposal which was submitted in August, but to no avail. 

Along with administration policies that preclude commercial 
lending to rural telephone systems, there is increasing strain on 
the ability of the revolving fund to meet the capital require- 
ments of rural telephone companies. Inflation and high interest 
costs have combined to take a toll on the fund over the past 
decade. Borrower repayments meet only part of the demand for new 
loan funds and interest payments on the funds obligations, 
primarily CBOs with interest rates between 10 and 15 percent. 
The disparity between the rates REA must pay for funds and the 
five percent rate it receives on loans to telephone systems has 
created a growing imbalance in the revolving fund. By 1986, the 
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fund's interest costs are expected to exceed its interest re- 
ceipts from borrowers. 

These problems are serious, but not insurmountable. NTCA 
has been working with other associations to draw up tecommenda- 
tions for solving these problems; to provide a framework to help 
REA once again change with the times. Many of the recommenda- 
tions are found in H R 3050 Thia legislation would ensure th© 
continued financial health of the REA telephone program in two 
major ways. First, it would authorize the R£A administrator to 
adjust the standard interest rates on new R£A loans periodically 
to the level required to ensure that the revolving fund's inter- 
est expenses are recouped. (At the same time a discretionary 
loan program would provide loans to systems eKperiencing finan- 
cial hardship at 'a rate somewhere between two percent and half 
the standard rate . ) 

Second, the legislation would exchange $7.9 billion in notes 
payable by REA between 1993 and 2016 for an equity interest in 
the revolving fund. Contrary to contentions on the part of the 
Administration, there is no "forgiveness" of debt involved. In 
effect, the government would be providing equity capital instead 
of debt capital to strengthen the revolving fund. This is the 
same procedure used by m^ny corporations in issuing stock for 
convertible bonds Without this provision, the revolving fund 
would have to borrow even more to remain viable, largely offset- 
ting any advantage to the Treasury from retiring the notes n 
addition, the change would involve no government appropriations. 
Without it, interest subsidies of more than $30 bill ion- -almost 
four times the ajiiount of the notes involved -- would be required 
between 1993 and 2016. The first of such subsidies, authorized 
under current law is included in the 1984 appropriations bill, 
approved by both the House and the Senate. 

The proposed legislation contains several provisions that 
would help borrowers diversify their operations and secure 
private market financing. The most important of these would 
direct the REA Administrator to subordinate or accommodate its 
liens at the request of the borrower reflecting a positive step 
in adapting to a changing telecommuni cations environment. As new 
supplemental sources of financing have developed, an unxut luji^ls 
conflict has arisen between the Administration's desire to reduce 
borrowers reliance on REA and its simultaneous refusal to share 
its security interests in borrower assets with other lenders. 
The provision would require lien accommodation, upon a finding 
that the borrower can repay its debt, for any purpose that would 
enhance financial strength or revenue. This -expanded authority 
would encourage other lenders to provide loan funds that are not 
available through REA or the Rural Telephone Bank. 

The Administration has suggested restoring the balance in 
the revolving fund by cutting the amount of available loan funds 
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RURAL ELECTRIFICATION ACT AMENDMENTS 

The National Telephone Cooperative Association (NTCA) and its 
member systems throughout Rural America are grateful to this com- 
mittee for holding hearings on legislation required to make the 
Rural Electrification Act more responsive to the needs of Rural 
America. NTCA Executive Vice President David C. Fullarton has 
presented, in his remarks and in his prepared statement, the need 
for such legislation in a changing environment. I will discuss the 
various sections of H.R. 3050, the "Rural Electrification and 
Telephone Self Sufficiency Act of 1983," and give the reasons these 
proposed amendments merit your support. 

A. REA Telephone Loan Provisions 

Sec. 2. Eliminating Nonduplication Finding for REA Telephone Loans 

Sec. 2 of H.R. 3050 amends sec. 201 of the Rural 
Electrification Act by striking from the next to the last sentence 
the requirements that no telephone loan shall be made in any state 
with a State regulatory body having authority to regulate telephone 
service and to require the loan applicant to obtain a certificate of 
convenience and necessity unless such certificate is first obtained. 
The requirement in the present Act is superfluous as sec. 202 
provides that "Nothing contained in this Act shall be construed to 
deprive any State commission, board, or other agency of jurisdic- 
tion, under any State law, now or hereafter effective, to regulate 
telephone service which is not subject to regulation by the Federal 
Communications Commission, under the Communications Act of 1934, 
including the rates for such service." 

Sec. 2 also strikes the last sentence in sec. 201. This is 
necessary to eliminate the present requirement that no loan shall be 
made in a state which has no regulatory body authorized to issue 
certificates to the applicant unless the Administrator determines 
that no duplication of lines, facilities, or systems, providing 
reasonably adequate services will result therefrom. 

Since 1949, when this provision was added to the Act, the 
Administrator has been required to make a nonduplication finding 
before making a loan only in states where the regulatory body did 
not require the applicant to obtain a certificate authorizing the 
proposed construction. A certificate, however, is not necessarily a 
guarantee of "nonduplication," and in today's competitive environ- 
ment, nonexclusive certificates should become very common. The 
present law, however, makes it difficult for REA to finance competi- 
tive facilities in a state where there is no state regulatory body 
with certificate jurisdiction over the borrower. This could result 
in small telephone systems being denied financing for an intercon- 
nection with more than one long-distance carrier, if the nonduplica- 
tion finding requirement is not eliminated. Elimination of the 
requirement would help borrowers in such states or territories as: 
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RURAL ELECTRIFICATION ACT AMENDMENTS 

The National Telephone Cooperative Association (NTCA) and its 
member systems throughout Rural America are grateful to this com- 
mittee for holding hearings on legislation required to make the 
Rural Electrification Act more responsive to the needs of Rural 
America, NTCA Executive Vice President David C. Fullarton has 
presented, in his remarks and in his prepared statement, the need 
for such legislation in a changing environment. I will discuss the 
various sections of H.R. 3050, the "Rural Electrification and 
Telephone Self Sufficiency Act of 1983," and give the reasons these 
proposed amendments merit your support. 

A. REA Telephone Loan Provisions 

Sec. 2. Eliminating Nonduplication Finding for REA Telephone Loans 

Sec. 2 of H.R. 3050 eunends sec. 201 of the Rural 
Electrification Act by striking from the next to the last sentence 
the requirements that no telephone loan shall be made in any state 
with a State regulatory body having authority to regulate telephone 
service and to require the loan applicant to obtain a certificate of 
convenience and necessity unless such certificate is first obtained. 
The requirement in the present Act is superfluous as sec. 202 
provides that "Nothing contained in this Act shall be construed to 
deprive any State commission, board, or other agency of jurisdic- 
tion, under any State law, now or hereafter effective, to regulate 
telephone service which is not subject to regulation by the Federal 
Communications Commission, under the Communications Act of 1934, 
including the rates for such service." 

Sec. 2 also strikes the last sentence in sec. 201. This is 
necessary to eliminate the present requirement that no loan shall be 
made in a state which has no regulatory body authorized to issue 
certificates to the applicant unless the Administrator determines 
that no duplication of lines, facilities, or systems, providing 
reasonably adequate services will result therefrom. 

Since 1949, when this provision was added to the Act, the 
Administrator has been required to make a nonduplication finding 
before making a loan only in states where the regulatory body did 
not require the applicant to obtain a certificate authorizing the 
proposed construction. A certificate, however, is not necessarily a 
guarantee of "nonduplication," and in today's competitive environ- 
ment, nonexclusive certificates should become very common. The 
present law, however, makes it difficult for REA to finance competi- 
tive facilities in a state where there is no state regulatory body 
with certificate jurisdiction over the borrower. This could result 
in small telephone systems being denied financing for an intercon- 
nection with more than one long-distance carrier, if the nonduplica- 
tion finding requirement is not eliminated. Elimination of the 
requirement would help borrowers in such states or territories as: 
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California Montana Ohio 

Guam Nebraska Oregon 

Maine New Hampshire Puerto Rico 

Maryland New Jersey * Vermont 

Massachusetts North Carolina (Coops) Washington 

Sec. 3. Revising Definition of Telephone Service and Rural Areas 
- for Telephone Loan Purposes 

Sec. 3 amends sec. 203(a) to clarify the definition of 
telephone service. This is desirable to reflect changes in tech- 
nology. Transmission of data, which is a growing operation of all 
telephone systems, is specifically mentioned, as well as trans- 
mission by wire, fiber, radio, light, or other visual or 
electromagnetic means . Message telephone service, community antenna 
television service not intended exclusively for educational 
purposes, and radio broadcasting, however, continue to be excluded 
from the definition. 

Sec. 3 also amends sec. 203(b) to modify the definition of 
rural area to include towns with populations of 2,500 or less. This 
is more realistic than the limit of 1,500 established in 1949. The 
change is considered necessary to facilitate transfers of territory 
to improve the operating efficiency and even the viability and loan 
security of the systems involved in the new deregulated competitive 
arena. 

B. REA Electric and Telephone Loan Provisions 

Sec. 4(1). Increasing Revolving Fund's Equity Capital 

Sec. 4(1) amends sec. 302 to provide that the notes of the 
Administrator to the Secretary of the Treasury to obtain funds for 
loans under sections 4, 5 and 201 of this Act "shall be equity 
capital of the fund" instead of "liabilities of the fund." 

This amendment will strengthen the revolving fund by exchanging 
REA's notes to the Treasury for equity interests in the fund, thus 
reducing the need for new borrowings or sales of certificates of 
beneficial ownership to keep the fund viable. To understand the 
operations of the revolving fund, it is necessary to review the 
fund's origin and the model on which it was based. 

On December 29, 1972, the Department of Agriculture announced 
in a two page press release the termination of REA's direct loan 
programs and the impoundment of $456 million of unobligated funds 
appropriated by the Congress. The press release stated that 
"Beginning on Jan. 1, 1973, all REA loans will be made as guaranteed 
and insured loans under the authority of Section 104 of the Rural 
Development Act of 1972 (Section 306(a)(1) of the Consolidated Farm 
and Home Development Act)." 

This Committee's report on the 1973 amendments to the Rural 
Electrification Act made it clear that "The Rural Development Act 
wrs not designed for that purpose and was never intended by the 
Congress to be used in such fashion. The 'Rural Development 
Insurance Fund" should be utilized for only those purposes which are 
clearly enunciated in the Rural Development Act." 
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To resolve the conflict between the executive and legislative 
branches, this Committee then proceeded to develop amendments to the 
Rural Electrification Act providing for a "Rural Electrification and 
Telephone Revolving Fund" patterned after the "Rural Development 
Insurance Fund" but without the restrictions in the Rural 
Development Act which this committee considered to be inappropriate 
for rural electric and telephone systems. 

These amendments became law on May 11, 1973. To establish 
REA's revolving fund, the 1973 amendments transferred to it all of 
the following assets: 

Outstanding notes payable by electric and 

telephone borrowers to REA $6,598,683,958 

Undisbursed balances of electric and 

telephone loans 882,132,617 

All collections of principal and interest 

from borrowers after June 30, 1972 261,964,343 

Other assets, including "all appropriations 
for interest subsidies and losses which 
may hereafter be made by the Congress" 60,000,000 

Total assets $7,802,780,918 

The law made the revolving fund liable for $7,408,638,673 of 
notes issued by REA to the U.S. Treasury from August 14, 1953, 
through March 19, 1973, for amounts borrowed to make advances on 2 
percent loans to borrowers. With assets of $7.8 billion and 
liabilities of $7.4 billion, REA's revolving fund was started with a 
net worth or equity investment by the Government of $0.4 billion or 
only 5 percent of its assets. Although the 1973 amendments made 
these notes payable by REA on the original maturity dates, ranging 
from June 30, 1993, through December 31, 2012, they were made 
payable without interest. 

In 1974 and 1976, REA issued two additional notes which are 
also liabilities of the fund. They cover amounts used to settle the 
Sioux Valley case (504 F. 2d 168) and amounts previously impounded. 
Long term notes payable by REA to the Treasury total 
$7,864,742,067.68, attributable to the electric and telephone 
programs as follows: 

Electric $6,028,195,224.03 76.6 percent 76.65 

Telephone 1,836,546,843.65 23.4 percent 23.35 

Total $7,864,742,067.68 100.0 percent 

All collections of principal and interest on loans made to REA 
borrowers become assets of the fund and are used to make advances to 
borrowers and pay interest on the fund's obligations. These colle*"- 
tions, supplemented by undisbursed balances of notes to the 
Treasury, were sufficient to cover advances to borrowers through 
fiscal year 1975. Starting in fiscal year 1976, however, certifi- 
cates of beneficial ownership (CBOs) were issued to the Federal 
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Financing Bank at interest costs ranging from 8.1 percent to 15.3 
percent to meet cash needs of the fund in excess of collections on 
outstanding loans. CBOs issued through August 31, 1983, totaling 
$3,310,707,000, carry an average interest rate of 11.384 percent. 

A CEO evidences the sale of some of the borrower's notes in the 
revolving fund's inventory of notes under a trust agreement whereby 
the revolving fund promises (a) to pay interest to the purchaser of 
the CEO at a stipulated rate greater than the interest rate speci- 
fied in the borrower's notes to REA, and (b) to repurchase the CEO 
at its maturity date. This is not an unusual arrangement. Farmer's 
Home and other agencies do this and obtain an appropriation every 
year to cover the difference between interest received and interest 
paid. Although the 1973 law authorized Congress to make appropria- 
tions for interest subsidies and losses to keep the revolving fund 
viable, the 1984 appropriation bill, approved by both the House and 
Senate, is the first one containing appropriations for these 
purposes. 

House Report No. 98-231 (98th Congress, 1st Session), June 3, 
1983 on the "Agriculture, Rural Development, and Related Agencies 
Appropriations Bill, 1984") states, at page 73: 

REIMBURSEMENT FOR LOSSES 

1983 appropriation 

1984 budget estimate 

Recommended in the bill $197,862,000 

Comparison: 

1983 appropriation +197,862,000 

1984 budget estimate +197,862,000 

This appropriation is to reimburse the Rural Electrification 
and Telephone Revolving Fund for the differential between 
interest income and interest costs. The amount recommended by 
the Committee represents interest costs less the imputed 
interest associated with loans transferred into the fund when 
it was established on May 11, 1973. 

The Committee feels that the Rural Electrification and 
Telephone Revolving Fund should be treated the same as the 
other revolving funds of USDA. Unlike the other revolving 
funds, there has never been an appropriation to this Fund. In 
fiscal year 1984, the appropriation for interest and other 
losses of the other funds are as follows: 

Rural Housing Insurance Fund $1,508,082,000 

Agricultural Credit Insurance Fund 895,522,000 

Rural Development Insurance Fund 477,829,000 

Rural Communication Development Fund 375,000 

Rather than allow the Fund to continue to deplete its 
assets, the Committee recommends an appropriation of 
$197,862,000 to restore the Fund to a sound financial basis. 
This appropriation is budget authority only and has no impact 
on outlays. 
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The purpose of this little history is to make it clear that if 
no action is taken to amend the law at this time to balance the 
revolving find by authorizing periodic adjustments of interest 
rates, as recommended by NTCA and others, the amount of 
appropriations needed for interest subsidies authorized by the 
present law will greatly exceed the amount of non-interest bearing 
notes proposed to be exchanged for equity interests in the fund. 
Under present law, these notes are scheduled to become payable by 
REA's revolving fund starting ten years from now and continuing 
through the year 2016. Charts prepared by REA (See Exhibit 1) 
indicate that appropriations for such subsidies are expected to 
total some $30 billion dollars in the same 1993-2016 period — 
almost four times the amount of REA notes payable to the Treasury, 
without interest, in the same period. 

In supporting H.R. 3050, members of NTCA and other associations 
understand that the bill, if enacted, will make the present standard 
interest rate for loans from the revolving fund a floor instead of a 
ceiling in order to cover the interest expenses on the fund's 
obligations. They will be paying these interest rates (which can 
easily be four times the interest rates they were paying at the end 
of 1972 and 33 percent higher than the rate they were paying at the 
end of 1982) for almost ten years before the first of REA's non- 
interest bearing notes to the Treasury becomes due in 1993. Cash to 
pay these notes as they mature will be available only if (a) 
appropriations are made to cover interest subsidies and losses, or 
(b) borrowings or sales of CBOs are increased. These are alterna- 
tives authorized under the present law. Any of these alternatives 
would have the effect of offsetting any reduction in the size of the 
national debt that the Administration anticipates would result from 
the payment of the notes as originally scheduled. 

If the funds to retire these notes are obtained from borrowings 
or sales of CBOs, the interest costs of these additional CBOs would 
be reflected immediately in increased interest rates on new loans. 
Because the amount of notes maturing each year from 1993 through 
2016 varies considerably, the interest rate required on new loans 
would fluctuate greatly from year to year. It is reasonable, 
therefore, for borrowers to expect, in return for accepting 
immediate increases in interest rates on their new loans, some 
protection from the drastic increases that could be required to 
refinance notes not reaching maturity in less than 10 to 33 years 
from now. 

Exchanging these non-interest bearing notes for an increased 
proprietorship or equity interest in the fund, similar to the 
exchange of convertible bonds for stocks in corporate enterprises, 
will strengthen the revolving fund. It will benefit the REA 
borrowers and the rural people they serve without adding to the 
national debt. In fact, enactment of this legislative package will 
save the Treasury billions of dollars by minimizing, or making 
unnecessary, the need for appropriations to cover interest subsidies 
or losses, authorized under present law and routinely approved each 
year for other revolving funds. 
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Sec. 4(2). Requiring Payments on CBOs ' 

Sec. 4(2) amends clause (2) of sec. 302(b) to conform it with 
the proposed amendment to sec. 302(a) making the REA notes equity 
instead of debt capital^ and to specifically provide for the payment 
of principal and interest on the CBOs. 

Believe it or not, sec. 302(b) states the the "assets of the 
fund shall be available only for the following purposes" and the 
repayment of principal and interest on CBOs is not included in the 
purposes listed! 

Sec. 4(3). Providing Separate Electric and Telephone Accounts in 
the Fund 

Sec. 4(3) adds a new subsection (c) to sec. 302 -to provide for 
two separate accounts within the fund, one for the electric and one 
for the telephone program. Each account will include the assets, 
liabilities, income and expenses pertaining to the particular 
program. 

In the recent past, the Administration recommended a zero loan 
level for the telephone program. Realizing that collections from 
the telephone program would be used to n.a)ce advances on electric 
loans compounded the unhappiness of the telephone systems. Although 
there have been no losses in the telephone program and only minimal 
losses in the electric program (many years ago), problems in both 
programs could result in some losses in the future. This amendment 
would assure that collections from each program would be used only 
in that program and not diverted to provide loans or cover losses in 
the other. 

Sec. 5. Authorizing Repurchase of CBOs Without Penalty 

Sec. 5 adds a new sentence at the end of sec. 304(c) 
authorizing the Administrator to repurchase outstanding CBOs without 
penalty when their interest rate exceeds the current rate on new 
CBOs by one full percentage point or more. 

CBOs have been issued so far only to the Federal Financing 
Ban)c. Although that agency has been borrowing short term to obtain 
the cash for these long term obligations, its formula for determing 
the amount needed to repay a CBO generally results in a penalty 
which discourages any such prepayments. 

The ability to ma)<e these prepayments could result in 
substantial savings in interest costs for the revolving fund and the 
rural people served by its borrowers. 

Since CBOs may be issued to purchasers other than the Federal 
Financing Bank in the future, this proposed amendment might affect 
the marketability of CBOs in such cases. It is therefore recom- 
mended that the amendment be further amended by inserting, after the 
words "under this subsection" the following words " by another entj •'.y 
ir. the Federal Government. " 
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Sec. 6(1). Authorizing Adjustm e nts of Interest Rates 

Sec. 6(1) amends sec. 305(b) to direct the Administrator to set 
and periodically adjust the standard rate of interest for new loans 
made from the electric account and the standard rate of interest for 
new loans made from the telephone account, in the revolving fund, to 
make each of them sufficient to cover the interest expenses of the 
respective account; and to authorize special rate loans for 
borrowers that meet specified criteria and are experiencing 
financial hardship. 

As set forth in the discussion of the advantages to the 
Treasury in enacting sec. 4(1), adjusting the standard interest rate 
from time to time on loans from the revolving fund will result in 
saving billions of dollars for the Treasury as it will minimize, or 
make unnecessary, the need for appropriations, presently authorized, 
for interest subsidies and losses. Rural electric and telephone 
systems are willing to pay the higher interest rates needed to keep 
the interest income and expenses of their respective revolving fund 
accounts in balance if they can obtain, in the same legislative 
package, other improvements in the programs administered by REA. 

Sec. 6(2). Removing Requirement for Expediting Sales of Insured 
Notes 

Sec. 6(2) redesignates subsection 305(c) as subsection 305(d) 
and eliminates the requirement that revolving fund "loans shall be 
sold and insured by the Administrator without undue delay." 

The present requirement is difficult to administer for 
construction programs that require advances of loan funds as con- 
struction progresses over periods as long as five years. Loans, or 
certificates of beneficial ownership therein, should be sold only as 
needed to meet the fund's cash requirements. Hasty sales could 
provide the fund with cash at times when it is not needed. This 
would add to the spread between the fund's interest income and 
expenses as the fund has to pay market, or higher, rates of interest 
to the holders of insured notes or certificates. 

Sec. 6(3). Requiring Budget Request to Replenish Fund for Cost of 
Special Rate Loans 

Sec. 6(3) inserts a new subsection 305(c) requiring the 
Secretary of Agriculture to request appropriations to cover the 
costs of special rate loans. 

This subsection has been criticized by the Administration "as a 
step backward" in the financing of REA programs. This criticism is 
unfounded as it overlooks that fact that the present law authorizes 
"appropriations for interest subsidies and losses" on all revolving 
fund loans — not just the special rate loans. The number of 
special rate loans under the proposed criteria is not expected to be 
much higher than the number of special rate loans under the present 
law. 
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Sees. 7(1) and (2). Expanding Lien Accommodation Authority 

Sees. 7(1) and (2) amend sec. 306 by redesignating it as 
subsection 306(a) and specifically requiring the Administrator to 
accommodate and subordinate liens or mortgages at the request of the 
borrower to enable it to obtain credit from other lenders for any 
purpose that would improve the "efficiency, effectiveness, or 
financial stability of the borrower, upon a finding that the 
borrower has, or will have, the ability to repay its existing and 
proposed indebtedness." The amendments would include "refinancing" 
specifically as a purpose for guaranteeing loans and make "any 
lender approved by the Administrator" eligible for loan guarantee. 

REA has adopted questionable policies curtailing the use of REA 
and Telephone Banl< funds for purposes which have traditionally been 
financed by loans from such sources. Borrowers wishing to borrow 
funds for these purposes from another lender find that getting REA 
to share its mortgage lien on satisfactory terms with another lender 
is a real problem and involves extended delays. REA has an "after 
acquired clause" in its mortgage which states that REA' s lien 
extends to all of the borrower's property owned or subsequently 
acquired by the borrower even if the funds for the property were not 
provided by REA or the Telephone Ban)c. This clause is being used by 
REA as leverage to improve its security position by limiting 
mortgage controls available to the other lender. This is counter- 
productive as it discourages other lenders from offering credit to 
REA borrowers. 

If the purpose to be financed by the other lender is a purpose 
which REA claims it cannot itself finance under the Rural 
Electrification Act, the problem intensifies. In such cases, REA 
generally demands a "compensating benefit" for sharing its lien with 
the other lender. Frequently, this is interpreted as requiring 
reducing the term of existing REA notes or prepaying one or more 
notes, conditions which discourage the borrower from activities 
which would strengthen its overall financial stability and actually 
enhance the government's loan security. 

In the past, REA has been more liberal than it is today in 
providing lien accommodations without exacting a "compensating 
benefit" for purposes which it itself could not finance. Sec. 7(2) 
of the bill would require lien accommodations "for any purpose that 
would enhance the financial strength or revenue or improve the 
efficiency, effectiveness, or financial stability of the borrower, 
upon a finding that the borrower has, or will have, the ability to 
repay its existing and proposed indebtedness." 

The report on the bill should stress the need for REA to 
recognize that other lenders must receive lien accommodations on 
mutually satisfactory terms if REA borrowers are to be "encouraged 
and assisted to satisfy their credit needs" from "other sources at 
reasonable rates and terms," as set forth in sec. 1 of Public Law 
93-32, May 11, 1973. 

S ec. 7(3). Making Any Approved Le n der Eligi b le for Guara n tees 

Sec. 7(3) amends sec. 306 to include in the definition of a 
"guaranteed loan" one made or refinanced by "any lender approved by 
the Administrator." 
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This would permit guaranteeing loans made or refinanced by 
lenders that are not organized primarily as "lending agencies," such 
as other electric and te ephone utilities, manufacturers, or 
suppliers. Similar language appears in feec. 7(2) of the bill so 
that liens may be accommodated or subordinated for any "lender 
approved by the Administrator." 

Sec. 7(4), Promulgating Rules and Authorizing Landers to^jftd just 
Interest Rates 

Sec. 7(4) adds A naw subsection 306(b) to require the 
Administrator to prorri" -rr^t- rules for the guarantee of loans and the 
accommodation and subordination of liens dir jnortgages, and a new 
subsection 306(c) to authorize the lender of a guaranteed loan 
advance to adjust the interest rate on the advance, vithout penalty, 
if the interest rate exceeds the current rate on new advances by at 
least one full percentage point. 

The new subsection 306(b) would give your committee and its 
counterpart in the Senate an opportunity to review the proposed 
rules before they go into effect The new subsection 306(c) is 
similar to the new provision proposed for subsection 304(c). The 
principal lender under the tSEA guarantees is the Federal Financing 
Bank which has no provisioji for adjusting interest rates on its 
loans to REA borrowers with or without penalty. As indicated 
previous y FFB has been borrowing short term to obtain cash for 
long term lending and could e.^sily afford to make such adjustments 
which would reduce the interest burden on rural people served by 
borrowers with guaranteed loans. 

C. REA Electric Loan Provision 

Sec. 8. Maintaining 1983 Supplemental Loan Ratios for Electric 
Program 

Sec. 8 amends sec. 307 to provide that 1983 criteria and ratios 
for supplemental financing in the electric program will be main- 
tained in any fiscal year when the minimum loan level is established 
by law at less than one billion dollars. 

This is considered necessary because of the frequent attempts 
by the current Administration to reduce the loan levels and increase 
the supplemental financing required. Increasing supplemental 
financing effectively increases the compos te interest rate electric 
borrowers must pay As this legislation will also increase interest 
costs for th^ same borrowers, further increases through increased 
supplemental financing would unduly burden the consumers served by 
the nation's rural electric systems. 

D. Rural Telephone^anh Provisions 

Sec. 9. Rural Telephone Bank Capitalization 

Sec. 9 amends sec. 406(a) by striking "but not later than 
fiscal year 1991" from the second sentence. This is considered 
necessary to assure that authority for the Government's purchase of 
Class A stock in the Rural Telephone Bank is not terminated until 
the full amount authorized has been purchased. Present law limits 
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each annual purchase through fiscal year 1991 to no more than $30 
million. Withou.t this change, a smaller purchase in any year would 
have the effect of permanently reducing the total amount of stock 
authorized to be issued by the Bank, thus depriving the Bank of 
capital needed to qualify more borrowers for Bank loans instead of 
the lower interest rate revolving fund loans. 

Sec. 10(1). Limitation on .Acquisitions With Telephone Bank Loans 

Sec. 10(1) amends sec. 408(a) to eliminate the proviso that 
loans made by the Rural Telephone Bank for acquisition of telephone 
lines, facilities, or systems to improve the efficiency, effective- 
ness, or financing stability of borrowers require approval of the 
Secretary, and any exchange facilities for local services to be 
acquired shall not be greater in size than the borrower's existing 
system when it received its first bank loan. The borrower's first 
bank loan could have been made more than a decade ago when it was 
considerably smaller than it is today. 

The current proviso is undesirable and should be eliminated 
because: 

1. It can effectively prevent consolidation of territories 
to realize operating economies in today's competitive 
environment. 

2. No limitations on size of acquisitions apply to the 
lower interest rate loans availadDle from the revolving fund. 

Sec. 10(2). Interest Coverage Requirement for Telephone Bank Loans 

Sec. 10(2) amends par. (4) of subsection 408(b) to make the 
interest coverage ratio required for Telephone Bank loan eligibility 
more flexible and to have the ratio computed on a pre-tax instead of 
a post-tax basis. 

Currently, to qualify for a Telephone Bank loan, a borrower 
must be able to produce net income before interest at least equal to 
150 percent of the interest requirements on all existing and pro- 
posed loans, or such higher percent as may be fixed from time to 
time by the Telephone Bank Board in order to allocate available 
funds equitably among borrowers. By computing the interest coverage 
ratio before interest and income taxes, the proposed amendment would 
conform the calculation to accepted financial and industry practices 
and give to the Telephone Bank Board the flexibility needed to 
reduce as well as increase the ratio in order to make optimum use of 
funds available at any time from the REA and the Telephone Bank. 
When, for example, the Telephone Bank has ample loan funds available 
and REA has a shortage of loan funds for the telephone program, the 
Bank's board could lower the interest coverage ratio required for 
Bank loans and thus qualify more borrowers for Bank loans. 

Sec. 10(3). Elimination of Nondupli cation Finding for Bank Loans 

Sec. 10(3) eliminates par. (5) of subsection 408(c) and its 
requirement for a nonduplication finding on Telephone Bank loans in 
those states where borrowers are not required to obtain a certifi- 
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cate of convenience and necessity. This is the same change as the 
one proposed for REA loans in sec. 2 of the bill. As set forth in 
the explanation of that section, this would not preempt the compre- 
hensive state jurisdiction outlined in sec. 202 of the present law. 
It would, however, facilitate financing for interconnections with 
more than one long distance carrier by eliminating the presently 
required nonduplication finding in some 15 states and territories. 

Sec. 11. Conforming Telephone Bank Reorganization Provision with 
Changes in Bill 

Sec. 11 eliminates subsection 410(b) which presently releases 
telephone loans from the restrictions on acquisitions set forth in 
sec. 408(a)(2) when all class A stock of the Telephone Bank has been 
retired. 

As previously indicated. Sec. 10(1) of the bill amends sec. 
408(a)(2) to eliminate the restrictions referred to in sec. 11. If 
sec. 10(1) is enacted, there would be no need for sec. 410(b). 



I thank you for the opportunity to present this analysis. I 
hope it will help in understanding the many changes included in the 
bill and why they should be approved. I would be pleased to 
provide, or attempt to obtain, answers for you on any questions that 
you may have. 
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According to this graph prepared and distributed by 
REA, without the legislation, cumulative appropriations 
for Interest subsidies authorized under present law, 
may total $30 billion during the period of the sched- 
uled Treasury Note retirements (1993-2017). 
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TESTIMONY OF 
CONGRESSMAN BILLY TAUZIN 
BEFORE THE 
HOUSE AGRICULTURE SUBCOMMITTEE ON 
CONSERVATION. CREDIT. AND RURAL DEVELOPMENT 

Mr. Chairman, the issue before this subcommittee today is 
whether the rural electric consumer will be able to afford 

electric SERVICE IN THE FUTURE. At STAKE IS THE VERY SURVIVAL 
OF RURAL ELECTRIFICATION. 

The OBJECTIVE of the Rural Electrification program has always 

BEEN TO provide RELIABLE ELECTRIC SERVICE TO RURAL AREAS AT 
A REASONABLE COST. In LOUISIANA RURAL ELECTRIFICATION IS 
STILL MEETING THOSE OBJECTIVES. MoST RURAL AREAS REMAIN 
UNPROFITABLE TO SERVE. WITH A DENSITY OF ONLY 7 CONSUMERS PER 
MILE OF LINE. COMPARED TO 35 AND 70 FOR INVESTOR AND PUBLICLY 
OWNED UTILITIES. LOUISIANA'S ELECTRIC COOPERATIVES OWN HALF 
THE MILES OF LINE IN THE STATE. BUT ACCOUNT FOR ONLY 6% OF 
THE state's utility REVENUES. 

More importantly, many parts of South Louisiana are still 
without electricity today. remote areas of the marsh are 
populated with hunters. trappers. and fisherman who spend 
much of the year there earning a living. most do so without 

ELECTRICITY. ThE COST OF EXTENDING LINES INTO THESE AREAS 
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IS TREMENDOUS AND WOULD PROBABLY NOT BE UNDERTAKEN BY 
INVESTOR OWNED UTILITIES CONSCIOUS OF MAKING AN ADEQUATE 
RATE OF RETURN. BUT THROUGH THE RuRAL ELECTRIFICATION 
PROGRAM. A LOCAL COOPERATIVE RECENTLY EXTENDED LINES TO 
OVER 500 OF THESE REMOTE CONSUMERS AND AT RATES THEY 
CAN AFFORD. 

HOWEVER/ THE ABILITY OF LOUISIANA'S 1 MILLION RURAL CONSUMERS 
TO CONTINUE RECEIVING ELECTRICITY AT AFFORDABLE RATES IS 
UNCERTAIN. ThE PRIMARY SOURCE OF CAPITAL FOR RURAL ELECTRI- 
FICATION IS IN DANGER OF BEING DEPLETED. REPAYMENTS OF OLD 
LOANS INTO THE REVOLVING FUND ARE INSUFFICIENT TO KEET NEW 
LOAN REQUIREMENTS. ADDITIONAL FUNDS MUST BE BORROWED FROK 

THE Treasury at market rates. Interest expense will exceed 
interest income by 1986. included is a provision in the bill 
to correct this imbalance. 

Passage of HR 3050 will increase the cost of new loans to 

RURAL electric COOPERATIVES. BuT WITHOUT GOVERNMENT BACKED 

loans, they will have to turn to the private sector for 
financing at even higher interest rates. interest expense 
already accounts for one-third the cost of electricity 
produced from new generating plants in louisiana. 

The survival of rural electrification is dependent upon 

AFFORDABLE RATES. We AS REPRESENTATIVES CAN HELP ASSURE 

they remain as low as possible. i fully support this bill 
and the responsible measures it undertakes to maintain the 
long run viability of the rural electrification revolving 
Fund. 
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STATEMENT OK 

A. HAROLD PKTKRSON 

on behalf of 

THE NATIONAL REA TELEPHONE ASSOCIATION 

before the 

SUBCOMMITTEE ON CONSERVATION, CREDIT AND RURAL DEVELOPMENT 

of the 

HOUSE AGRICULTURE COMMITTEE 

October 4 , 1983 

Mr Chairman and members of the Committee, 

My name is A. Harold Peterson. I am the Executive 
Director and Counsel of the National REA Telephone Association. 
This association is comprised of the privately-owned telephone 
companies who borrow their capital needs from the Rural 
Electrification Administration. Accompanying me here today is 
Mr. Robert S. McClelland of Columbia, Missouri, who is the 
President of our Association and Mr. John F. O'Neal of Wash- 
ington, D.C. , who is the association's Associate Counsel. 
We appreciate the invitation and opportunitv to appear before 
your committee to Support H.R. 3050, the Rural Electrification 
and Telephone Revolving fund Self-Suf f iciency Act of 1983. 

REVIEW OF REA TELEPHONE PROGRAM HISTORY 
The telephone amendment of the REA act was signed into law 
on October 28, 1949, thirty-four years ago. During the ensuing 
years there have been major changes to the REA act. The 
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last ma.ior changes occurred in 1973. Today, there remain onlv 
two United States Senators and six Congressmen who were in 
the Congress when this legislation was adopted. Only thirty- 
three Senators and 129 Congressmen in the present Congress 
were members ten years ago. Today we appear before your 
committee knowing that you, Mr. Chairman, are the only member 
of this subcommittee who was in Congress when the major 
changes to the REA act were made in 1973. There are only 
seven members of the full committee who were in the Congres 
ten years ago. It seems appropriate, therefore, that we 
review some of the historv of the REA program to sharpen your 
focus and perspective as vou begin consideration of the 
changes suggested in H.R. 3050. While both the electric and 
telephone program are involved, we will limit our historic 
discussion to the telephone segment only. 

In 1949 there was scattered throughout our country over 
5,000 telephone companies most of whose facilities were built 
during the period from 1900 to 1920. For the most part, 
these facilities comprised the old magneto and common battery 
systems with open wire outside plant. In many instances a 
single pair of wires served as many as 25 customers. Our own 
telephone company in Chisago City, Minnesota where I live 
had .just such a system until rebuilding commenced in 1955 
under the REA telephone program. These old systems were 
forty to fifty years old in 1949 and were badly in need of 
rebuilding. The problem was that there was no bank, insurance 
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company or any other lender willing to lend the money that 
was necessary to rebuild and extend these telephone systems. 
Simply put, a financial vacuum existed throughout rural 
America wherein there was little or no hope of attracting 
the necessary debt capital to modernize these systems. It 
was in this time of helplessness in which these telephone 
companies found themselves that the Congress of the United 
States looked at the tremendous achievement that was being 
accomplished in bringing electricity to rural America and 
decided that the same kind of program could be utilized to 
bring modern telephone service to rural America. Thereupon, 
the Congress acted and passed the telephone amendment to the 
REA act which was signed into law on October 28, 1949. The 
statment of Congressional policy indicated: "...that adequate 
telephone service be made generally available in rural areas 
through the improvement and expansion of existing telephone 
facilities and the construction and operation of such additional 
facilities as are required to assure the availability of 
adequate telephone service to the widest practicable number 
of rural users of such service." The first loan was made in 
1950 to the Florala Telephone Company in Alabama. In the 
early vears the REA standard of service in rural areas required 
that there be no more than eight customers on one line. The 
critics of the program in those days railed that this was 
gold plating, irresponsible, economically unsound and that 
the companies would be unable to repay the loans. How wrong 
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the critics of those early days were will be covered later 
in our statement when we explain the accomplishments of the 
program. 

As the telephone program developed, the capital needs in 
both the electric and telephone segments increased. As the 
early sixties approached, there was not only pressure to 
eliminate the 2% interest rate at which the loans were being 
made, but there was pressure to look for supplemental sources 
of financing for both the electric and telephone programs. 
After repeated attempts failed to establish a bank for both 
the electric and telephone borrowers in the sixties due to 
the strident opposition of the investor-owned electric utilities, 
the electric borrowers embarked in a different direction and 
established what is now known as CFC. We continued the 
battle on the telephone side to set up a rural telephone 
bank within the Department of Agriculture. This was finally 
accomplished in 1971 after a six year struggle. The Rural 
Telephone Bank was signed into law in May of 1971. It was 
patterned after the Farm Credit System which had proved to 
be so successful over the past 50 years. The RTB is an 
instrumentality of the United States Government; it has a 13 
member board of directors, three of whom are elected by the 
cooperative-type entities who borrow, and three of whom are 
elected from the private entities. The REA Administrator is 
by law Governor of the bank. Provision is made for eventual 
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conversion to private ownership, as was the case in the Farm 
Credit Svstem, which today is a totally private banking 
institution. Since 1971 the RTB has been a very valuable 
source of supplemental financing for those companies who 
have matured enough financially to be able to pay a higher 
rate of interest. The present bank lending rate is now 10%. 
It has been as high as 12.25%. In the early years it was 
8%. From its inception to date, the Rural Telephone Bank 
has made over $1.5 billion in loans. 

In 1973 ma.lor changes in the REA act occurred, one of 
which was the creation of the "Rural Electrification and 
Telephone Revolving Fund". In addition, there were changes 
in the interest rate. A "standard rate" of interest of 5% 
was established to replace the previous 2% rate for most 
borrowers. The rate of 2% was retained for those borrowers 
who met a specified criteria. In addition, the Administrator 
was authorized to make 2% loans in hardship cases. The 1973 
Act also provided for the Administrator to guarantee loans 
made by other lenders. To date the Federal Financing Bank, 
an arm of the U.S. Treasury, has been the primary lender of 
the guaranteed loans. The "special rate" loan program was 
eliminated in a 1981 amendment to the Act so that loans are 
now made at a 5% rate of interest from the Revolving Fund 
except for hardship cases where the Administrator is still 
empowered to make a loan at a lesser rate than 5%. Over the 
34 year history of the telephone program, as the borrower's 
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financial ability and maturity of the borrowers increased, 
the interest rate paid by the borrowers has increased: from 
the original 2% rate which existed until 1971 to a standard 
rate of 5%, to a Rural Telephone Bank which has ranged between 
6.5% to 12.25%, and finally, a Guaranteed loan rate which 
equals the government's cost of money in the private market. 

PROGRAM ACCOMPLISHMENTS 

The REA program, both electric and telephone, has brought 
untold economic and social benefits to rural America during 
these 34 years. Consider the following facts: In 1949 only 
38% of the nation's farms had a telephone compared to 95% at 
the end of 1982. In 1950 the program served 29,000 customers 
from 17 companies. Today over 4.5 million customers are 
served by 1,028 REA telephone companies which comprise 72% of 
the nation's 1,432 independent telephone companies. In 1958 
only 4% of REA customers had one party service, compared to 
82.5% at the end of 1982. Where feasible, new digital 
switching equipment is replacing the old electro-mechanical 
type in the central offices. Buried cable is replacing open 
wire, outside plant in order to escape the costly ravages of 
turbulent weather. 

It can truly be said that the REA telephone program has 
brought modern telephone service to Rural America equal to 
that rendered in urban areas. Our member companies are very 
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proud of this accomplishment. We are also proud of the fact 
that there has never been a default on a loan in the entire 
34 year history of the REA telephone program, in which over 
$6.5 billion has been loaned. We know of no other Federal 
program that can come close to matching the record of REA, 
both electric and telephone. It is a tribute to those electric 
and telephone entities who accomplished this record, but in a 
larger sense, it is a tribute to the Congress of the United 
States, who in its wisdom, saw the need and met it with a 
legislative policy that made all of this possible. This 
Committee has played the ma.ior role over the years in making 
this record possible. For this, our association is extremely 
grateful. Our companies will continue to do their utmost to 
continue this fine record. In spite of all that has been 
accomplished, the job is not yet over. There are countless 
homes in the United States still without a telephone. Last 
year alone, over 170,000 REA telephone subscribers were 
added to the rolls. REA added 14 new borrower companies last 
year. We hope that this history of our program which we 
have recited will enable those members of Congress who are 
not acquainted with our record to have a clearer understanding 
of the program and its current needs. 

CURRENT TELECOMMUNICATIONS ENVIRONMENT AND EFFECT ON 
REA PROGRAM, BORROWERS AND CUSTOMERS 

One needs only to reflect on what the media has told us 
during the past year to know that a gigantic transformation 
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is taking place in the telephone industry today. The court 
ordered divestiture of the Bell System and Federal Communication 
Commission orders, which will take the industry from a regulated 
monopoly to a competitive environment, has every telephone 
company in the United States wondering what the end result 
will be. The industry which has brought our nation the finest 
telephone system in the world at reasonable rates is undergoing 
vast change. Last year 64% of the total operating revenues 
of all REA telephone companies were derived from the long 
distances revenues generated throughout the nation. We are 
told that this is a subsidy that cannot continue in a 
competitive environment. We are told by the FCC that this 
cost must be shifted to the end user of the service as the 
cost-causer, namely the residential and small business 
customer. Without attempting to provide a detailed analysis 
on what is happening in the Courts, the FCC and in other 
Committees of Congress, we do want to cite several of our 
concerns. First of all, the "competition" which is being so 
widely discussed will not benefit rural America. It will 
benefit the long distance carriers who have targeted about 
135 American cities whose population exceeds 100,000 people. 
This is where the "big bucks" are generated for long distance 
calls. These are the high-density, low-cost areas of our 
country. REA telephone companies serve the low-density, high 
cost areas of our country. People are being told that rates 
will more than double in the urban areas of our nation. We 
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are concerned, and we know vou are too, about how high they 
will go in rural America. The Commerce Committees of both 
houses of Congress have been addressing this issue for the 
past seven years. Thev have been told by economists that 
service has to be driven to cost in a competitive environment. 
They have been told by economists that if something is not 
done to correct the present method of toll settlement pro- 
cedures in the country that many large businesses will by-pass 
the local telephone company and build their own system. All 
of this is being done in the name of encouraging new tech- 
nologies. Just last week the Communication Subcommittee of 
the House Commerce Committee voted out a bill. Two days 
later the Senate Commerce Committee voted out a bill. The 
thrust of the Senate bill is to put a moratorium of the FCC 
order which is to go into effect on January 1., 1984 regarding 
the flat user charge imposed on residential and one line 
business customers. Many people, including members of Congress, 
are vitally concerned about the future because the Chairman 
of the FCC himself has testified that he does not know what 
effect the order will have on telephone rates. At the moment 
it appears that there may be legislation enacted to allay 
the fears of those of us who live in and serve rural America's 
telephones. Both bills recognize that there is a problem 
out there in rural Amrica and seek to alleviate the blow by 
establishing a "Universal Service Fund" which our REA companies 
can turn to for help. 
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This is a far too brief picture to describe what is 
happening in such a technical and complicated industry. We 
do want the Committee to know that the Rural Telephone Coalition 
has been working hard for the past four years to protect the 
interests of rural America. We will continue to need your 
support and interest in this endeavor if we are to be 
successful. An important aspect of this effort is a viable 
REA program. From time to time legislative improvements are 
necessary to accomplish this objective. H.R. 3050 provides 
needed and timelv changes in this respect. 

PURPOSES OF AND NEED FOR H.R. 3050 

Recognizing the ongoing need for a viable REA telephone 
program and the changing environment of the telecommunications 
industry occasioned by competition and new technology changes 
in the Rural Electrification Act are both necessary and 
desirable. 

It has been 10 years since this Committee last considered 
ma.lor revisions to the Rural Electrif iciation Act. During 
this period, we have witnessed unprecedented inflation in 
our society which caused an Inordinate drain upon the resourcs 
of the revolving fund -- far beyond the requirements for 
capital anticipated by Congress when the fund was created in 
1973. The fund's main source of income, repayments from 
borrowers on outstanding loans, simply has not been adequate 
to meet the increasing demand for new loans authorized annual Iv 
by Congress. In addition, as interest rates increased during 
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this period, the Interest expense on fund borrowing has 
escalated dramatically. The following chart provided by 
REA graphically demonstrates these points: 

THE RURAL ELECTRIFICATION AND TELEPHONE REVOLVING FUND (RBTRF) 
(Dollars In Millions) 



LOAN PAYMENTS RECEIVED 



RETRF OUTLAYS 



Fiscal 
Year 


Principal 
$ 20.3 


Interest 
$ 21.4 


Advance to 
Borrowers 

$ 92.4 


Interest 
Paid 


1973 


$ 0.0 


1974 


173.1 


144.2 


802.4 


0.0 


1975 


204.0 


174.3 


854.9 


0.0 


1976 


299.2 


252.3 


1027.9 


11.4 


1977 


275.2 


234.9 


874.9 


29.6 


1978 


303.1 


268.1 


881.4 


33.3 


1979 


313.8 


296.9 


1105.2 


79.1 


1980 


349.1 


336.9 


1206.8 


144.1 


1981 


363.1 


382.7 


1203.8* 


288.4 


1982 


389.3 


425.8 


1048.0 


316.5 



Source: Rural Electrification Administration, U.S.D.A. 
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These two factors have combined to create a situation of 
imbalance which has caused REA Administrator Hunter to predict 
that by 1986 the amount of interest paid out by the fund will 
be more than the interest income it receives. This has prompted 
him to comment, "At that time, the revolving fund will begin 
eating its seed corn." 

The financial resources of the revolving fund will be 
even further depleted when, in 1993, the fund will be required 
to begin repayment to the Treasury of the Administrator notes. 
These notes amounting to 7.8 billion dollars, come due from 
1993 to 2017. They were made liabilities of the revolving 
fund when it was created in 1973; however, no provision was 
made for their retirement or repayment in that legislation. 
These notes arose primarily in connection with the REA direct 
loan program which existed from the program's inception 
through 1972. Funds were appropriated 6ach year by the 
Congress to meet the program's needs. The Administrator was 
authorized under the Act to "borrow the necessary amounts 
from the Treasury for re-lending to program participants. As 
repayments were made under the program the Administrator 
would in turn satisfy his Treasury "notes", crediting the 
oldest notes first. This, of course, was largely a bookkeeping 
transaction since the repayments flowed directly from borrowers 
into the Treasury. Appropriations for the direct loan program 
ceased in 1972 and Congress replaced the direct loan program 
with the insured loan program, establishing the revolving 
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fund to provide the necessary initial capital. Rather than 
cancelling the Administrator's notes at that time (which 
would have effectively provided an ongoing source of lending 
capital), they were made liabilities of the revolving fund. 

There are a number of ways the fund's current financial 
dilemma can be solved. Congress could appropriate additional 
funds into the revolving fund to expand its capital base. 
This would, of course, require new outlays and would have a 
significant budgetary impact. Appropriations to the fund are 
authorized under existing law and could be made similar to 
the reimbursement procedure utilized each year for the Farmer's 
Home Administration Revolving Fund or that of the Commodity 
Credit Corporation. 

Another alternative also authorized under existing 
law would be for the fund to simply "borrow" the additional 
funds necessary from the Treasury to satisfy the notes to the 
Treasury as they come due. Rolling over debt capital in the 
public utility business is a common practice but this exercise 
would simply increase the interest costs of the fund and 
unduly raise the borrowing costs under the program. 

The alternative recommended in H.R. 3050 seems to us to 
be the most desirable and least costly. It would authorize 
retention of the notes as additional equity capital in the 
fund thereby making repayments by borrowers during this period 
available for program relending (at the levels authorized 
annually by the Congress) rather than for general government 
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expenditures. It would be the least costly of the three 
alternatives discussed since it would not require anv new 
budgetary outlays nor would it increase governmental borrowing. 

An equally significant change will increase revenue to 
the fund by raising the interest rate to borrowers, upon 
enactment, to a rate necessary to balance the fund's interest 
expense and interest income. There is presently a 5% maximum 
statutory interest rate. This change, which our Association 
endorses, will ensure that all future "standard rate" loans 
from the fund will be made at the fund's cost of money. 
While we are striving to keep all of our costs at a minimum, 
particularly, interest costs, we recognize that preservation 
of the fiscal integrity of the revolving fund for future 
borrowers is also an important objective. This change should 
signify to all concerned that the participants in the program 
are willing to share in the responsibility for preserving the 
integrity of the fund. 

These two changes incorporated in H.R. 3050, capitalizing 
the Administrator Notes and providing for an adjustable 
"standard" rate of interest, will ensure a viable, balanced 
revolving fund for the forseeable future, reducing the need 
for additional borrowing or congressional appropriations. 

H.R. 3050 also provides several needed Act improvements 
in other areas. The Act will be updated to accommodate 
competition in the telecommunications industry, new technology, 
industry consolidation and further facilitate the transition 
to supplemental financing sources. 
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Competition 

When the telephone amendment was adopted in 1949 the 
nation's rural telephone companies were fully regulated 
monopolies with protected territories and assured revenue 
bases. For the most part, this meant stable rural telephone 
rates. With the implementation of FCC policies designed to 
encourage competition, this environment is rapidly changing. 
The traditional revenue base of the average rural telephone 
company is eroding due to competition and, frankly, no 
corresponding benefits are emerging. All of this works to 
the disadvantage of the rural ratepayer. If rural telephone 
rates are to remain comparable with their urban counterparts, 
rural telephone companies must be free to offer new or 
enhanced services which in some cases may be duplicative of 
other facilities. Yet, the Rural Electif ication Act currently 
prohibits loans which duplicate facilities. In those states 
where no regulatory commisison exists, H.R. 3050 would 
eliminate this prohibition permitting loans if other Act 
loans purposes are met. This is a needed improvement. This 
change does not preempt state regulatory jurisdiction, how- 
ever, in any way. That authority is preserved in Section 202 
of the Act. 
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New Technology 

The definition of "telephone service" in the Act was 
written 21 years ago in 1962. During the intervening years 
there have been dramatic advances in telecommunications 
technology: analog to digital switching equipment, fiber 
optics, and transmission of data as well as voice communications, 
to name only a few. H.R. 3050 takes these technological 
changes into account in a new, improved definition of "telephone 
service" without disturbing the historical boundaries in the 
Act between telecommunications and CATV and broadcast radio. 

Industry Consolidation 

With the advent of competition, consolidation in the 
telephone industy is inevitable. Presently there are almost 
1500 companies furnishing telecommunication services in this 
country. Many are small rural companies in high cost areas 
which simply cannot economically support competition. The 
evolution towards consolidation began some years ago but it 
will be hastened by this new environment. Economies of scale 
will require that many service territories be consolidated. 
Many large telephone comapnies will also divest companies and 
territory as they strive to produce a more efficient, competitive 
operation. We are already seeking this take place in many 
areas. Bell operating companies have approached member 
companies of our association in past months seeking to divest 
operating territories which do not fit their future operating 
scheme. Prom the government's point of view, as well as that 
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of the rural ratepayer, it is desirable for REA borrowers to 
be able to consolidate and effect operating economies in 
todav's competitive environment. However, the Act currently 
contains limitations upon the abilitv on a REA borrower to 
acquire additional service areas with Rural Telephone Bank 
funds. H.R. 3050 corrects this by eliminating the size 
limitations on acquisitions of exchange facilities which can 
be financed bv the Rural Telephone Bank, an important change. 

Another Act restriction upon the abilitv of REA borrowers 
to consolidate territories is the population limit of 1500 
which is contained in the definition of "rural area." Excluded 
from financing are service areas of communities with over 
1500 inhabitants. Often a REA-financed service area will 
surround one or more small communities in excess of 1500. 
However, financing is not available to serve these small 
towns because of the Act's population limit. Moreover, 
the utility serving the small town may want to consolidate 
territories with the outlying REA borrower but is precluded 
from doing so with REA loan funds. We believe the current 
limit of 1500 in the Act is outdated and that the increase to 
2500 proposed by H.R. 3050 is a reasonable and necessarv change. 

Transition to Supplemental Financing Sources 

The Rural Telephone Bank legislation enacted in 1971 
contained the following statment of Congressional policy: 
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"... the growing capital needs of the rural telephone systems 
require the establishment of a rural telephone bank which 
will furnish assured and viable sources of supplementary 
financing..." The Rural Telephone Bank has certainly lived 
up to its promise having loaned out over 1.5 billion dollars 
since its inception. However, one of the Act's provisions 
hinders its ability to accept additional graduates from the 
insured loan program and from further fulfilling its 
Congressional mandate. The Act requires that to be eligible 
for a bank loan a borrower must have the capability of 
producing net income or margins before interest at least 
equal to 150% of the interest requirements on all of its 
outstanding and proposed loans or stich higher percentage as 
may be fixed by the telephone bank board to allocate available 
funds equitably among borrowers. The computation is made on a 
post income tax basis. H.R. 3050 would improve RTB loan 
eligibility by permitting the bank board to lower the interest 
coverage test and to compute it before income taxes. This 
change would make the RTB more flexible so that more borrowers 
who are able to pay more than the standard rate of interest 
could qualify for RTB financing. 

Also, bv eliminating the reference to "1991" in the RTB 
capitalization section of the Act (Sec. 406), the bank's 
authorized capitalization can be achieved without regard to a 
specified time limit. This means that if Congress defers 
appropriating a portion of the authorized capital in a given 
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vear for budgetory or other considerations that amount could 

he made up sequentlv to achieve full capitalization of the hank. 

Other important sources of supplemental financing for 
rural electric and telephone svstems are provided through 
guaranteed loans and the accommodation and subordination to 
other lenders of REA's first lien on the property of the 
borrower. The changes suggested in H.R. 3050 will materially 
improve the ability of borrowers to seek non-REA sources of 
financing. This is particularlv important for telephone 
borrowers who must have the abilitv to finance for non-Act 
purposes to replace their eroding revenue base in the new 
competitive environment. One of these changes will direct 
the Administration to accommodate or subordinate liens or 
mortgages at the request of the borrower for any purpose that 
would improve the "efficiency, effectiveness or financial 
stability of the borrower" upon a finding that the borrower 
has, or will have, the abilitv to repay its debt. 

Improvements in the guaranteed loan program recommended 
in H.R. 3050 will make it more flexible and viable as a 
supplemental source of financing. 

Finally, Mr. Chairman, I want to mention a change which 
falls simply into the categorv of a desirable Act change. 
H.R. 3050 provides that the revolving fund be divided into 
separate electric and telephone sub-accounts. This division 
of the fund, while preserving overall program homogeneity, 
will better enable each program segment to stand on its own. 
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Each program will also be better able to meet its future 
future financial requirements in a changing enviroment through 
subaccounts which will reflect each program's assets, 
liabilities, equitv, income and expenses. 

Overall, Mr. Chairman, H.R. 3050 makes many important 
and needed improvements to the Act and to each respective 
program. Our Association wholeheadedly supports its enactment. 
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Testimony of 

JAMES W. DAMON 

on behalf of the 

UNITED STATES INDEPENDENT TELEPHONE ASSOCIATION 

submitted to the 

STJBCOMMITTEE ON CONSERVATION, CREDIT AND RURAL DEVELOPMENT 

COMMITTEE ON AGRICULTURE 

October A, 1983 



Mr. Chairman and Members of the Subcommittee, I am James W. 
Damon, President of the Oregon Telephone Corporation, Mount 
Vernon, Oregon, appearing before you as a representative of the 
United States Independent Telephone Association (USITA). I 
currently serve as a member of the REA Borrowers Committee of 
USITA. 

Oregon Telephone Corporation is one of 1432 Independent 
(non-Bell) telephone canpanies in the United States. I am 
pleased to have this opportunity to appear before you and testify 
in support of H.R. 3050, the Rural Electric and Telephone 
Revolving Fund Self-Suf f iciency Act of 1983. 
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We believe that the changes in the Rural Electrification 
Act of 1936 proposed in H.R. 3050 constitute responsible and 
needed improvements in the REA program.' They are particularly 
vital to the successful operation of the telephone program. In 
addition, we believe that H.R. 3050 is a sound approach to the 
problem of the imbalance in the revolving fund. It is certainly 
the alternative least costly to the government if we are to main- 
tain a viable REA program and a fiscally-sound revolving fund for 
the future. USITA supports enactment of this important legisla- 
tion and commends the sponsors for its introduction. 

Mr. Chairman, the telephone industry is currently undergoing 
unprecedented and dramatic change. On January 1, 1984, the 
court-ordered divestiture by the American Telephone and Tele- 
graph Company of its regional operating canpanies is to occur. 
Also, on January 1, 1984, the access charge order of the 
Federal. Communications Canmission, is scheduled to be 
implemented. In addition, our industry is witnessing almost 
unbelievable technological changes many of which cloud 
traditional distinctions between competing methods of 
communication. This age in which we live properly labled "The 
Information Age" is an exciting time to be involved in the field 
of telecommunications. Exciting indeed, but, monumental change 
creates uncertainty and, in a capital intensive industry like the 
telecommunications industry, uncertainty creates problems. 
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As I mentioned, the job is not ever. In many respects, it 
may just be beginning. The need for capital has never been 
greater in our industry. The technological revolution which we 
are experiencing will make much of our existing plant and facili- 
ties obsolete. To meet the new demands of competition in our 
industry, upgrading of our equipment is necessary if %#e are to 
provide the equal interconnection access envisioned by the FCC. 
And, there are still unserved households in rural America — seme 
estimate as many as 5 million or more without telephone service. 
Hence, the REA telephone loan program serves the public interest 
as much if not more than ever. 

It is, of course, equally important that the Act itself keep 
pace with the times. The last major revision of the Rural 
Electrification Act occurred in 1973 when the insured and guaran- 
teed loan programs were created along with the revolving fund. 
Since then the revolving fund has served as the sole source for 
REA insured loans. Repayments of principal and interest by 
borrowers together, with the sale of certificates of beneficial 
ownership (CBOs) to the Federal Financing Bank have provided the 
required funds for new loans. The fund was originally designee? 
to be largely self-sustaining but hiqh interest costs and greatly 
accelerated capital needs occasioned by inflation have eroded the 
capital base of the fund. By 1986 it is likely that the fund 
will move into a deficit position requiring a drastic reduction 
in loan availability, increased costs of borrowing or some 
further legislated assistance. 
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Fortunately, even in this revolutionary environment, the REA 
telephone program provides an important and stabilizing bulwark 
for rural telephone companies and their customers. Access to 
adequate capital is vital to a public utility. In high cost 
rural areas of our country, capital just would not be available 
if it were not for the lending programs of REA. The REA has made 
it possible for millions of rural Americans to have affordable 
telephone service of a quality comparable to the urban areas. 
In authorizing the telephone loan program. Congress directed that 
it be conducted to "assure the availability of adequate telephone 
service to the widest practicable number of rural users". As of 
January 1, 1983, REA figures show that 1028 telephone company 
borrowers had over 7 million telephones in service providing 
service to 5.1 million customers, 84.2% of which have one-party 
service. To get this job done, REA has approved more than $6.7 
billion dollars in loans and loan guarantees to finance 891,724 
miles of line in 46 states to 258 cooperatives, 766 commercial 
companies and to 4 public bodies since the first telephone loan 
was made after enactment of the telephone amendment on October 
28, 1949. 

Approximately $1 billion already has been repaid. There 
has never been a default in the 34 year history of the REA tele- 
phone program. Truly, this is a record of which, as taxpayers, 
we can all be proud. However, it should be noted that the 
companies providing this service still only have an average net 
worth of 26%. 
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H.R. 3050 provides a remedy now by increasing the interest 
rate to borrowers by the amount necessary to balance the fund's 
interest expense and by exchanging the outstanding notes to the 
Treasury when they begin caning due in 1993 for a^lditional equity 
capital in the revolving fund. This would mean that borrower 
repayments of principal and interest would be retained as capital 
within the fund for re-lending under the program rather than 
being generally available for other government expenditures. 

There is no giveaway here. These funds will continue to 
remain in the U.S. Treasury until they are authorized for re- 
lending by the Congress. 

All REA borrowers will repay their loans just as they 
always have. No obligation is being forgiven and no right is 
being lost by the government. It is simply a matter of maintain- 
ing the financial integrity of the revolving fund by providing 
the capital from borrower repayments rather than additional 
borrowing frcra the Treasury or the private market or for addi- 
tional Congressional appropriations. Capitalization of these 
outstanding notes restores the capital base of the fund and 
assures a continued commitment by the Congress to rural America 
through this important program. 

Other changes proposed in H.R. 3050 are necessary to 
integrate into the Rural Electrification Act the mandate for 
competition in our industry ordered by the FCC. The Act was 
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written when borrowers all had territoral protection for their 
exclusive service areas as regulated monopolies. Indeed, to 
preserve government resources, a finding of non-duplication of 
facilities was required as a prerequisite to the making of an REA 
loan in those states without a state regulatory canmission. In a 
competitive environment, of course, there must be duplication of 
facilities; therefore, this prohibition has been eliminated. 
This will be particularly helpful in converting much of our 
present switching equipment to the more sophisticated digital 
type to permit equal access to our local service territories to 
common carriers, other than AT&T. This change, however, does not 
affect, in any way, state authority to regulate telephone service 
which is preserved in Sec. 202 of the Act. There is no preemp- 
tion of state authority in the bill and in those states with a 
regulatory body to requlate telephone service their authority 
would continue as under present law. 

Mr. Chairman, another updating provision H.R. 3050 is Sec- 
tion 3 which, revises the definition of "telephone service" to 
specifically include transmission of "data". It also substitutes 
for the requirement that electricity be utilized between the 
transmitting and receiving apparatus references to modern 
transmitting methodology of fiber optics and light as well as 
radio or other visual or electromagnetic means. These changes 
will bring the statutory definition of "telephone service" in 
line with current technology. 
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Another change in this section would permit REA loans to be 
made to serve inhabitants of cities, towns and villages of 2500 
or less, increasing the current statutory limit from 1500 or 
less. This change is necessary to consolidate service 
territories which in many areas have a small town or village in 
their midst. Under current law, the Administrator cannot make a 
loan in such an area even though it logically falls within a 
borrower's natural local service territory. This is a real 
handicap in the current environment, since consolidation of 
territories is desirable and necessary if many small companies 
are to continue to have a viable revenue base. 

Up to now, over 60 percent of the average REA company's 
revenue has come from lonq distance calls. With interstate long 
distance competition and the loss of traditional long distance 
settlement procedures, that contribution of revenue can no longer 
be counted on and will eventually erode. If reasonable local 
service rates comparable to the rest of the country are to be 
maintained in these high cost, rural areas of our country, 
consolidation of territories must occur. REA will be a 
participant in this proces since they hold a first mortgage on 
all of the property of these borrowers and therefore, would be 
the only available financing source. 
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Another chanqe which will facilitate desirable consolidation 
of service areas is the elimination of the statutory limitation 
on the size of acquisition which can be financed by the Rural 
Telephone Bank. Current law provides that, in acquisitions 
involving local service exchange facilities, the borrower cannot 
acquire a system greater than its own at the time of its first 
loan from REA. 

Also, eliminated would be a little-used procedure requiring 
the Secretary of Agriculture to approve pursuant to a finding, in 
RTB loans for other acquisitions of "telephone lines, facilities 
or systems'*, that the location and character of the acquisition 
is such that it will improve the efficiency, effectiveness or the 
financial stability of the telephone system of the borrower. 
This duplicates a similar requirement imposed upon the Governor 
of the Telephone Bank under existing Section 408(a)(2). 

When the Rural Telephone Bank legislation was adopted, it 
was contemplated that borrowers who were at lower interest rate 
levels would graduate to the higher interest rate capital of the 
Rural Telephone Bank as their system became more financially 
stable. Unfortunately, the needs test was written in such a way 
that the RTB had little flexibility in qualifying additional 
borrowers for bank loans. One of the problems has been the 
interest coverage test which was statutorily established at 150%. 
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The board was given the authority to raise the percentage but not 
to lower it to qualify additional applicants. This has resulted 
in a disincentive for bank loans to borrowers. The problem is 
corrected in H.R. 3050 by authorizing the Bank board to lower as 
well as raise the interest coverage ratio to qualify a^ldditional 
borrowers. Another change requires the board to compute the 
ratio on a pre- income tax basis rather than a post- tax basis 
bringing the test more into line with commercial lending 
practices. 

These two changes will combine to produce a more flexible 
RTB lending program in furtherance of the Congress* original 
objectives in establishing the Rural Telephone Bank. 

Two additional changes, affecting both the electric and 
telephone programs merit specific comment. One proposes to 
divide the revolving fund by creating separate electric and 
telephone sub-accounts. This is a sound change, Mr. Chairman, 
since it will require that each program stand on its own and yet 
not disturb the traditional homogeneity of the REA program. 
There will still be only one revolving fund within the U.S. 
Treasury but each program will be accounted for separately. The 
second, and more dramatic change for the telephone sector, is the 
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improvement suggested in the guaranteed loan program section of 
the Act (sec. 408). The Administrator is directed, under H.R. 
3050, to provide financial assistance to borrowers through 
guaranteed loans or by accomodating or subordinating liens or 
mortgages to encourage and assist borrowers to develop and 
achieve necessary financial strength to satisfy their credit 
needs from other sources and to improve their financial 
stability. In addition, the Administrator shall accomodate or 
subordinate, at a borrower's request, for any purpose that would 
enhance its financial strength or improve its efficiency, 
effectiveness or financial stability upon a finding of an ability 
to repay by the borrower. It is vitally important to the welfare 
of telephone borrowers that these chanaes be made. 

I have referred to the necessity and desirability of 
consolidation in the telephone business in the present 
deregulation environment. Just as important is the need to 
diversify to offset revenue losses in traditional telephone 
service operations. If rural consumers are to benefit at all 
from deregulation and ccmpetition in the telephone industry, then 
telephone companies must be permitted, even encouraged, to 
diversify their operations. The restrictive administrative 
policies of the present Administration are the most significant 
deterrent to the successful diversification of REA telephone 
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borrowers. Since REA has a lien on all property of the borrowers 
(whether now owned or hereafter acquired) diversification of 
plant and facilities cannot occur without the cooperation and 
approval of REA. Up to now, this cooperation and approval has 
not been forthcoming. This change would ensure that this 
dilemmna of REA borrowers is alleviated. 

To sum up, Mr. Chairman, the changes in the Rural 
Electrification Act proposed in H.R. 3050 are important and 
desirable improvements. They would strengthen and enhance the 
insured and guaranteed loan programs of REA. They would ensure 
that the revolving fund remain fiscally sound and financially 
solvent for the foreseeable future without the need for the 
injection of further capital. Most importantly, the Act would 
signal to those in rural American that the Congress is not 
shrinking from its commitment made long ago when it passed the 
Rural Electrification Act that those living in sparsely-populated 
sections of our country will have dependable and affordable 
electric and telephone service. In this "Age of Information" 
dependable communications is not a luxury, it is a necessity. 

Thank you again for this opportunity to present USITA's 
views in favor of H.R. 3050. 
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TESTIMONY OF 

CONGRESSHAN TOH DASCHLE 

BEFORE THE 

SDBCOHMITTEE ON CONSERVATION, CREDIT, AND RORAL DEVELOPMENT 

COMMITTEE ON AGRICULTURE 

U.S. HOUSE OF REPRESENTATIVES 

OCTOBER H, 1983 

Chairman Jones and other members of the SubcoDDlttee, in a speech 
to the House of Representatives advocating passage of the Rural 
Electrification Act of 1936, Congressman Haury Maverick of Texas said, 
"The program contemplated In this legislation pending before this House 
would harm no person or legitimate Interest and would help the whole 
nation." Today, as this Subcommittee begins Its consideration of H.R. 
3050, the Rural Electrification and Telephone Revolving Fund Self- 
Sufficiency Act of 1983, I, too, believe the program contemplated In the 
legislation pending before this Subcommittee would harm no person or 
legitimate Interest and would help the whole nation. As an original 
cosponsor of this vital legislation, I look forward to the consideration 
of this measure by the Subcommittee on Conservation, Credit, and Rural 
Development, on which I am pleased to serve, and I commend and 
compliment the gentleman from Tennessee, the able and dedicated Chairman 
of this Subcommittee, for his authorship of this landmark legislation. 

In the nearly half century which has passed since the Rural 
Electrification Administration was created, revolutionary changes have 
occurred In America, not the least of which have been the 
electrification of the farm and our rural areas. Today, 30 million 
Americans are provided essential and reliable electric service by rural 
electric systems which are predominantly consumer-owned nonprofit 
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oooptratlTts. 

Fifty ytars ago, tht, tstabllshatnt and ppoTlslon of pollabl« 
olootrlo sopTloo in rural Aaorlos ••oaod to bo • distant, ovon 
unattalnablo, dross. Korosono lantorns, wood stovos, and wator puapod 
by hand woro not ronantlo nostalgia, but tho stark rosllty of dally llfo 
on tho fan. Loss than ono fan in ton natlonwldo had tho "luxury" of 
olootrlo sorvloo. 

Tho droan of rural olootrlfloatlon has boon transfonod Into 
roallty booauso financing on tons and conditions whioh nado affordablo 
oloctrlo sorvloo possible has boon provldod by tho Rural Blootrlfloatlon 
Adninistration. Modorn tolephono sorTloo is also bolng proTldod today 
to noarly 5 Dlllion rural Anoricans booauso tolophono sorrioo syston 
financing was made possible by the Rural Eloctrlflcatlon Adnlnlstratlon. 

Tho Rural Electrification and Telephone Revolving Fund Solf- 
Sufficiency Act of 1983 will assure in the future the oontlnuod 
provision of essential, reliable, and affordablo electric and tolophono 
service in rural Anerica. This legislation by insuring tho oontlnuod 
financial solvency of the rural electrification and tolophono revolving 
fund wil.l enable rural electric and tolephono systons, including tho 33 
electric distribution cooperatives and 3 electric supply cooporatlos in 
South Dakota which currently provide service to Doro than 80,000 Boabors 
and the 14 South Dakota telephone cooperatives which provide sorvloo to 
more than 60,000 subscribers, to continue to obtain necessary financing. 

The Rural Electrification and Telephone Revolving Fund Self- 
Sufficiency Act is as important to the provision of olectrlo and 
tolephono service In rural America in the future as tho creation of tho 
Rural Electricatlon Administration 48 years ago has been to tho past 
half century of progress. Again, I compliment tho Chairman of tho 
Subcommittee for the introduction of this vital public interest 
legislation and I look forward to the consideration of this measure by 
the Subcommittee on Conservation, Credit, and Rural Development. 
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STATEMENT OF 



CONGRESSMAN BTRON L. DORGAN 



NORTH DAKOTA 



COMMITTEE ON AGRICULTURE 



SUBCOMMITTEE ON CONSERVATION, CREDIT AND RURAL DEVELOPMENT 



ON THE 



RURAL ELECTRIFICATION AND TELEPHONE REVOLVING FUND 



SELF-SUFFICIENCY ACT OF 1983 



OCTOBER A, 1983 
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MR. CHAIRMAN: 

I am plttasttd to h% a cosponsor of H.R. 3050, which rastoras balanca to 
th« Rural Elactrlc and Talaphona Ravolvlng Fund. Rural alactric cooparativaa 
hava playad a kay rola in cha traaandoua Incraaaa In Aaarican agricultural 
productivity. It ia vitally inportant to inaura tha £utura haalth of tha 
ravolving fund and of tha cooparativa ayataa itaalf by repairing tha daaaga 
inflictad by record high connarcial intaraat rataa ovar tha paat f«v yaara. 

At tha aane tima, I would lika to aupport tha anendaant to H.R. 3050 to 
be offered by my colleague, Congreasman Ton Daachle. Thoae of ua who aerve 
rural areas know they have special needs when it cones to providing electric 
and telephone service. While municipal electric systems serve more than 77 
consumers per mile of line, many of the electric cooperatives in my state of 
North Dakota have only 2 customers per mile. It costs $1,307 to capitalize a 
distribution cooperative in a rural area, while it costs only $648 in an urban 
area. 

Congressman Daschle's amendment recognizes the special needs of low 
population areas by providing a lower Interest rata for cooperatives serving 
these areas when they have been hit by natural disasters or other financial 
hardship. Furthermore, the Daschle amendment directs that such loans would be 
mandatory, not left to the discretion of the Administrator. 

It is also Important to support this legislation in order to counteract 

the negative revolving fund proposals just announced by the Reagan 

Administration. The Administration's measures — a doubling of the interest 

rate on revolving fund loans to 10 percent; a reduction In the number of loans 

made by the fund; and a suggestion that the REA look to the private sector for 

a greater share of its financing — reveal a monumental insensitivlty to the 

Importance of the rural electric and telephone systems to our rural citizens. 
The dramatic turnaround In population patterns revealed by the 1980 

census (which showed a population Increase of 15.8 percent In nonmetropolitan 

areas compared with only 9.8 percent for metropolitan areas) Is proof of the 

continuing importance of rural electric and telephone cooperatives. I 

strongly support this legislation, with the Daschle amendment, as an important 

step In maintaining a strong base for our growing rural economy. 
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Sateaient by the Honorable Don Fuqua before the Subcotnmittee on Conservation, 
Credit, and Rural Development concerning H.R. 3050, the Rural Electrification 
and Telephone Revolving Fund Self-Sufflclenc^y Act of 1983. 



Mr. Chairman, I appreciate the opportunity to testify In support of 
H.R. 3050, legislation 1 have co-sponsored. I want to point out that this bill 
Is CO- sponsored by more than one- third of the entire membership of the House. 

H.R. 3050 would amend the Rural Electrification Act to provide a sound 
financial basis for providing reliable and affordable electric service to 
America's rural and farm areas. The list of co-sponsors Includes members from 
thirty- five states. Indicating the recognition of the value and necessity of a 
viable and growing rural electric program. The commitment of the House Is 
obvious. 

The changes proposed by this legislation are endorsed by the National 
Rural Electric Cooperative Association (N&ECA) and the more than 1,000 rural 
electric systems NRECA represents. 

We who represent areas served by cooperatives, and my district Is served 
by several, have come to understand and appreciate the leadership and responsible 
far-sightedness reflected by NRBCA and Its members systems and I believe their 
support for the legislation Is extremely liiq>ortant. 

Earlier this year NRECA' s Committee on Financing for the Future released 
its report and H.R. 3050 embodies the key recommendations for the future 
viability of the program. 

This Is a very important bill to me and the rural electric customers I 
represent and 1 pledge to work with your subcoamlttee to produce the best possible 
legislation and get it enacted Into law. 
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STAT&*1ENT OF 

HON. JOSEPH M. GAYDOS 

OF PENNSYLVANIA 

ON H.RV 3050 

THE RURAL ELECTRIFICATION AND TELEPHONE 

REVOLVING FUND SELF-SUFFICIENCY ACT 

BEFORE THE 

SUBCOmiTTEE ON 

CONSERVATION, CREDIT AND RURAL DEVELOPMENT 

OF THE 

COMMITTEE ON AGRICULTURE 

October H, 1983 
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MR. CHAIRMAN, I AM HERE TO URGE THE QUICKEST POSSIBLE 
ACTION ON H.R. 3050, THE RURAL ELECTRIFICATION AND TELEPHONE 
REVOLVING FUND SELF-SUFFICIENCY ACT. 

AS ONE OF 165 CO-SPONSORS IN THE HOUSE OF REPRESENTATIVES 
~ AND MAYBE MORE BY NOW ~ I AM FAMILIAR WITH THE WORK DONE 
BY OUR RURAL ELECTRIC CO-OPS, AND IF THERE IS ANYTHING IN THE 
GOVERNMENT THAT ILLUSTRATES THE TERM PUBLIC PURPOSE, THIS IS 
IT. 

THE DELIVERY OF ELECTRICITY RAISED THE LEVEL OF ECONOMIC 
ACTIVITY AND THE STANDARD OF LIVING IN RURAL WESTERN AND 
NORTHERN PENNSYLVANIA. 

FURTHERMORE, THE CONTINUED MODERNIZATION AND IMPROVEMENT 
OF THE SYSTEM IS IMPORTANT TO KEEPING UP BOTH THE ECONOMY 
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AND THE STANDARD OF LIVING; AND THIS IS WHY I AH A CO-SPONSOR 
OF THE BILL. 

THE 13 DISTRIBUTION CO-OPS IN THE PENNSYLVANIA RURAL 
ELECTRIC ASSOCIATION SERVE ABOUT 600,000 PERSONS AND THEY 
HAVE PENDING NOW ABOUT $16 MILLION IN NEEDED IMPROVEMENTS 
THAT WILL DELIVER BETTER SERVICE. THEY HAVE BEDJ UNABLE TO 
MOVE DUE TO PROBLEMS THE BILL WILL SOLVE. 

I READ RECENTLY THAT A FULL REiWVATION OF AMERICA'S 
INFRASTRUCTURE ~ THE THINGS THAT SUPPORT THE ECONOMY AND 
THE COUNTRY - COULD TAKE AS MUCH AS $1 TRILLION UNDER SOME 
ESTIMATES. 

AND, OF COURSE, THE STRENGTH AND SOUNDNESS OF THE 
INFRASTRUCTURE IS AN IMPORTANT DETERMINANT OF WHAT WILL 
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HAPPEN AS THIS ECONOilY AND OUR PEOPLE STRUGGLE UNDER DOZENS 
OF SHOCKS, INCLUDING A TRADE WAR THAT AFFECTS EVEN RURAL 
AMERICA. 

THIS SYSTEM IS AN IMPORTANT PART OF THAT INFRASTRUCTURE, 
AND IF IT WORKS MORE EFFICIENTLY, IT WILL HELP THE COUNTRY 
DO THE SAME. 

SO THIS IS NO TIME TO BE PERSUADED BY AN ECONOMIC 
IDEALOGY THAT WOULD HAMSTRING OR DESTROY SOMETHING THAT HAS 
PROVED THAT IT WORKS AND THAT HAS PROVED ITS WORTH. 

ANOTHER PENNSYLVANIA CONGRESSMAN, ONE WITH FAR BETTER 
JUDGMENT THAN I HAVE, SUMMED UP THE SITUATION IN ONE OF HIS 
BETTER KNOWN COMMENTS. 
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AS BENJAfllN FRANKLIN SAID, "KEEP YOUR BUSINESS IN ORDER 
AND YOUR BUSINESS WILL KEEP YOU." 

H.R. 3050 STEMS FROM THE STUDY AND RECOflMENDATIONS OF 
A BLUE RIBBON PANEL THAT INCLUDED THREE FORMER ADMINISTRATORS 
OF THE RURAL ELECTRIFICATION ADMINISTRATION. I URGE THE 
COMMITTEE TO ACT ON IT FAVORABLY SO OUR CO-OPS CAN GET ABOUT 
THEIR BUSINESS. 
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STATEMENT OF 

THE HONORABLE ALBERT GORE, JR 

BEFORE THE 

SUBCOMMITTEE ON CONSERVATION, CREDIT 

AND RURAL DEVELOPMENT 

October 4, 1983 

Rural electric cooperatives have a unique relationship with and 
responsibility to their consumers. These consumers have come to expect, 
and depend upon the co-ops to meet all their electric power needs. 
The reliability of the power system in rural America is second to none 
simply because the co-ops have taken their "utility responsibility" 
very seriously over the years. I believe the people of our nation will 
continue to expect adequate and reliable service in the future, and 
depend on the utility industry to do whatever necessary to provide 
that service. 

To carry out their mission, the rural electric cooperatives need 
credit. Unlike many other businesses, the utility industry's need for 
new capital entails very little discretion. Utilities build new facili- 
ties because they must build them to meet their consumer's needs. 

The co-ops borrow from REA for just one reason — to build the 
facilities needed to provide adequate, reliable service to their con- 
sumers. And they will need to borrow in the future to maintain, expand 
and improve a service which the nation's rural areas cannot do without. 

There are some in the present Administration who would like to re- 
duce the size and scope of the REA program by limiting REA financing. 
This would only serve to increase the cost of borrowing to these non- 
profit co-ops which must necessarily pass it on to their consuuners 
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in the form of higher monthly electric bills. The electric rates rural 
consumers must bear, please ndte, already average 12% higher than those 
charged to urban and suburban consumers served by other types of 
utilities. Therefore, cutbacks in the RBA program would make this rural- 
urban inequity more severe while doing no one any good. 

H.R. 3050, the "Rural Electrification and Telephone Revolving Fund 
Self-sufficiency Act of 1983" would restore strength and long-term 
stability to the REA financing program. It would amend the Rural 
Electrification Act of 1936 to provide that the interest rate on new 
Pea insured loans, currently fixed by law by 5 percent, would be adjusted 
periodically to a level adequate to preserve the financial stability of 
the insured loan revolving fund. 

It would also stabilize the existing federal investment in the re- 
volving fund by converting funds appropriated by Congress for loans 
made prior to 1973 (when the revolving fund was established) into a 
permanent capital investment in the fund. Currently, RBA will be re- 
quired to repay these funds to the Treasury in smnual installments be- 
ginning in 19993. Additionally, the bill would allow for increased 
non-REA financing if demand for funds exceeded the amount authorized 
by Congress for that year. 

H.R. 3050 is a responsible, balanced price of legislation badly 
needed by a prograun that has done an outstanding job in bringing afford- 
able electricity to every corner of this nation. It is also worthy 
to note that the rural electric program has the best repayment record 
for any federal lending prograun in this nation. 



Digitized by 



Google 



205 



Stateioent by the Honorable Tom Harkin before the Subcommittee on 
Conservation, Credit and Rural Development 
H.R. 3050 
October A, 1983 

Today, nearly fifty years after its creation, the rural 
electric program is still a strong and vital part of the rural 
economy and the American economy as a whole Rural electric 
cooperatives have given rural Amerlcanc acc«B's to a reliable, 
affordable electric energy supply Theee cooperatives have 
played a major role in the advancement of rural America and 
agriculture production. 

Serving rural areas of this country is a difficult and 
expensive proposition. For example in Iowa the distribution 
cooperatives service ITlr^JSi eeparate meters through a network of 
59p65S milea of powerlines. This means cooperatives serve an 
average of only 2*9 consumers per mile of line. This widely 
distributed network means high con strut ion and maintenance costs, 
lowan^ know the amount of damage which can be done to this 
network whether from winter blizzards, spring ice storms or 
summer rain storms In order to allow rural eteaa to continue to 
be served and to keep electric rates affordable rural electric 
cooperatives must have a continuing source of long-term 
financing. 

The major source of financing for rural electric 
cooperatives has been the Rural Electrification Administration 
(REA) financing program. Through the REX Revolving Fund rural 
electric and telephone systems have been able to borrow the 
capital needed to provide service to rural America However, in 
the past few years, the Revolving Fund resources have been 
strained. This has resulted from a combination of high interest 
rates, and an unanticipated high demand for capital from the Fund 
due to continued growth in rural areas. 

To insure that the future capital needs of the rural 
electric program will be met, strength and long-term stability 
must be added to the REA Revolving Fund This can be done by 
supporting U R. 3050 the Rural Electrification and Telephone 
Revolving Fund Self-Sufficiency Act of 1983. 

The major goal of rural electric cooperatives is to provide 
an adequate and reliable supply of electric energy at the lowest 
possible costs. H.R. 3050 is the key to reaching that goal since 
it would ensure the financial integrity of the Revolving Fund 
This legislation is of the utmost importance to the IS-million 
agricultural and rural area consumer /members being served by and 
who depend on, rural electric cooperatives Without the benefits 
of this legislation, rural electric cooperatives will be forced 
to obtain capital at higher rates of interest, resulting in 
higher electric rates for rural consumers. This is an 
unnecessary burden for them to have to bear. 

H.R. 3050 is a positive effort to meet the challenge of the 
future of the rural electric program, and it deserves the support 
of my colleagues. 
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STATEMENT OF 

U.S. REP. CARROLL HUBBARD 

BEFORE THE 

SUBCOMMITTEE ON CONSERVATION, CREDIT AND RURAL DEVELOPMENT 

OF THE 

HOUSE COMMITTEE ON AGRICULTURE 

OCTOBER 4, 1983 

MR. HUBBARD. Mr. Chairman, it is a pleasure for me to have 
this opportunity to offer my support for H.R. 3050, the 
Rural Electrification and Telephone Revolving Self-Sufficiency 
Act of 1983. I cannot stress enough the importance of this 
legislation to my constituents throughout the twenty-four 
counties that comprise my Congressional District, the 
First District of the Commonwealth of Kentucky. 

The Rural Electrification program has been in existence 
for nearly half a century, and Congress has dealt wisely 
and judiciously in its deliberations concerning this progreun. 
I urge my colleagues to follow in this tradition. Indeed, 
not only is H.R. 3050 important to the residents of 
western Kentucky, but to the other 25 million agricultural 
and rural area consumer /members who are served by the 
electric cooperatives. 

Enactment of this bill and its Senate counterpart, 
S. 1300, would ensure the financial integrity and self- 
sufficiency of the Rural Electric Administration Revolving 
Fund. It would also enable the electric cooperative systems 
to continue their tradition of providing reliable, central 
station electricity to all rural America. 
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U.S. Rep. Carroll Hubbard 
Page Two Remarks 
H.R. 3050 
October 4, 1983 



As an original cosponsor of the bill, Mr. Chairman, 
I strongly believe that Congress must help Americans, 
including Kentuckians, with the ever-increasing costs of 
utilities. We are keenly aware of the rising costs of 
electricity. Indeed, all of us hear from our constituents 
and others about rising electric costs and about the upcoming 
telephone increases that will be forthcoming in January, 1984, 
as a result of the recent regulatory decisions and the 
divestiture of the American Telephone eoid Telegraph (AT&T) . 

On behalf of the senior citizens, rural residents 
and others who have contacted me, please know that I shall 
continue to work with you to ensure that the people who live 
in rural areas do not and are not expected to pay more for 
their electricity. I urge the swift passage and enactment 
of H.R. 3050. 
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STATE OF NEBRASKA 

ROBERT KERREY • GOVERNOR 



• —At- 
October 3, 1983 



The Honorable Ed Jones, Chairman 
House Agriculture Subcommittee on 

Conservation, Credit and Rural Development 
108 Cannon House Office Building 
Washington. D.C. 20515 

Dear Representative Jones: 

I understand that your subcommittee on Conservation, Credit and Rural 
Development will conduct hearings on October 4-5 on HR3050, concerning 
the financial solvency of the Rural Electrification Revolving Fund for 
rural electric and telephone cooperatives. I would like to offer my 
comments on this bill and explain why I feel the solvency of this 
program Is Important to Nebraska and the nation. 

Nebraska Is a predominantly rural state, and agriculture Is our major 
industry. When the Rural Electrification Act was passed In 1936, rural 
electric systems became viable In our state. The REA act, which was 
enacted with the help of a great Nebraskan, George W. Norrls, created 
an administration with the authority to lend as much as $100 million and 
also provide technical assistance. 

When the REA was created, only about 9,500 or 7. IX of Nebraska farms were 
receiving central station electric service, mostly from municipal electric 
system rural lines. As a result of REA's establishment, almost 25,000 
farms were receiving rural electric service in 1940, and by 1958 approx- 
imately 95,000 or 94. 3X of Nebraska farms were being served. Of the first 
36 rural electric systems organized in Nebraska, 13 became organized as 
cooperatives, and seven of those later became rural public power districts. 

As you can easily see, the REA has been the major factor in getting elec- 
tricity to areas where other utilities could not, or would not serve. 
This has been a critical element in the development of Nebraska's agri- 
cultural econoniy, since much of rural Nebraska is dependent upon rural 
electric systems. Today, nearly 153,000 rural families, farms ranches, 
businesses and institutions in this state are served by these systems. 
In all, approximately 400,000 Nebraska citizens receive their electric 
service from rural public power districts and electric cooperatives. 

Another important factor shewing the importance of the REA to Nebraska 
agriculture is the nuiriber of irrigators using electricity. Irrigation 
development has enabled Nebraska farmers to pursue Intensive agricultural 
production in spite of the state's semi-arid climate, forming a substantial 
portion of our economic base. In 1980, about one-third of total sales 
of electricity to farmers was for irrigation purposes. 

OFflCE OF THE GOVERNOR, BOX 9484S, UNCOLN, NEBRASKA 6l50MS4t, PHONE (4i2) 471-2244 

AN EQUAL OrronUNITY/ArnSMATIVE ACTION EMPLOYD 
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Representative Jones 

Page 2 

October 3, 1983 



The cornerstone of rural electric system financing is the REA Revolving 
Fund, which makes loans to both rural electric and rural telephone systems. 
This fund was created to replace the program of 2% loans funded directly 
by Congressional appropriations. Beginning in 1976, a net outflow of 
dollars from the fund began to occur, causing concern about cash flow. 
In order to supplement the fund through this peridd. Congress established 
Certificates of Beneficial Ownership, or CBOs, issued by the U.S. 
Treasury at interest cost plus one-efghth of one percent. 

Due to excessively high interest rates in recent years, the interest 
expense on the CBOs has greatly exceeded incoming funds, a trenid that is 
moving the Revolving Fund ever closer to insolvency. This is a great 
concern to me, because the REA Revolving Fund is a vital and necessary 
program for Nebraska and other agricultural states. Our economic well- 
being depends on the activities in rural Nebraska, which in turn depend 
on a reliable and reasonably priced supply of electricity. 

In the interest of rural America, I encourage you to support the concepts 
embodied in HR3050. It is vital to Nebraska and states like it that our 
rural electric systems remain viable. 
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STATEMENT OF 

ROBERT J. MULLINS 

DIRECTOR 

LEGISLATIVE SERVICES 

NATIONAL FARMERS UNION 

SUBMITTED TO THE 

SUBCOMMITTEE ON CONSERVATION, CREDIT 
AND RURAL DEVELOPMENT 

COMMITTEE ON AGRICULTURE 
U.S. HOUSE OF REPRESENTATIVES 

REGARDING 

H.R. 3050 

"RURAL ELECTRIFICATION AND TELEPHONE REVOLVING FUND 
SELF-SUFFICIENCY ACT" 

October 1, 1983 
Washington, D.C. 



Mr. Chairman and Members of the Subcommittee: 

I am Robert J. Mullins^ Director of Legislative Services for the National 
Farmers Union. On behalf of the farmer and rancher members of the National 
Farmers Union, i appreciate the opportunity to lend the support of the Fanners 
Union to H.R. 3050, the "Rural Electrification and Telephone Revolving Fund 
Self -Sufficiency Act." As you know, Mr. Chairman, we in the Farmers Union 
have been long-time supporters of the Rural Electric and Telephone Systems 
since a vast majority of our members rely upon these member-owned coopera- 
tives for their electric and telephone services. We believe the legislation em- 
bodied in H.R. 3050 will allow these cooperatives to continue, in an economi- 
cally secure manner, their services to rural America. 

One hour of farm labor today produces 14 times as much food and other 
products as it did 60 years ago. 

Certainly, intensive and continuing research accounts for a good share 
of this spectacular boost in fundamental productivity. But it is clear also 
that the Increase. owes much to the fantastic improvement in the efficiency 
of the American farmer during this time. 
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And it surely is not coincidental that these 60 years fairly well dupli- 
cate the development of a rural electrification program that has added the 
hum of electric power to the sweat and muscle of man. 

It is not possible to measure precisely what this has meant to all of 
us in this country, but it is possible to measure some things here and 
there. 

Simply as examples^ Jet me point to these: Today's agriculture in the 
United States is the largest commercial industry in the world, providing jobs 
for 23 million people, more than one- fifth of our total labor force; food costs 
now take less than 17% of our average disposable income, a strikingly modest 
figure compared to the 60% to 70% required for the same purpose in some 
countries. 

Much more could be said about the remarkable gains in agricultural 
productivity in this country, and what these gains have meant in dollars 
and cents, in healthful comfort and security, to all of us. This should be 
sufficient, however, to emphasize the need for maintaining this abundance, 
the farm system that has produced It, and the dependable source of power 
that has helped so mightily to advance both to where they stand today. 

These are the concerns that move us without hesitation to offer full 
supF>ort for the proposals of America's rural electric cooperatives, as em- 
bodied in the Rural Electrification and Telephone Revolving Fund Self- 
Sufficiency Act. 

Cognizant of the need for a strong rural electrification and telephone 
system in this country, the delegates to the last national convention of the 
Farmers Union adopted the following statement relative to rural electrifica- 
tion and telephone service: 

"M. Rural Electrification and Telephone 

"The establishment of federally sponsored rural electrification 
and rural telephone cooperative systems not only helped 
American agriculture increase its productive capacity, but 
also generated demand for goods and services that spurred 
production and employment across the nation. 

"The ability of these cooperatives to continue supplying re- 
liable and affordable services to farms and other sparsely 
populated areas of the nation hinges on their ability to ac- 
quire adequate capital. 

"The revolving fund and loan guarantee programs made 
available to electric cooperatives by the Rural Electrifica- 
tion Administration (REA) and the low interest loans and 
guarantee programs available for rural telephone service 



Digitized by 



Google 



212 



have proven to be effective and efficient means of meeting 
these financing needs. Revolving funds and ioan guarantee 
programs are avaiiable at no cost to the American taxpayer. 

"National Farmers Union supports continuation of strong rural 
electrification and telephone programs and urges the Congress 
to preserve and continue the financing now available through 
RE A and the Rural Telephone Association. We ask Congress 
to authorize funding levels to be made available through these 
programs, adequate to meet the capital requirements of rural 
electric and telephone systems.** 

The start of the 60-year period I have referred to saw almost all of the 
rural areas of this country without electric power, and without it there was 
no prospect at all of a powered agriculture and all of the benefits we have 
seen it produce. 

We know very well the story of how electrification finally came to the 
back roads of this country, and we know just as well that the form in which 
it came ~ user-owned and -controlled, nonprofit cooperatives ~ had every- 
thing to say alx>ut its dependability and economy throughout the past half- 
century. 

Progressive agriculture needed that steady assurance that its new 
electric service would be fully reliable and that it would be as economical 
as it was possible to make it across the thinly-populated areas of rural 
America. It was understood then as now that these necessary conditions 
had their best possibility of achievement through people-owned organizations 
which had no need or incentive to sell electricity for any reason other than 
to serve themselves. 

Rural electrification in this country, through all of the last 50 years, 
has grown hand-in-hand with our growing agriculture. As farm and other 
rural needs for electric service have grown, the user-owned rural electric 
systems have grown steadily to meet those new needs. 

In our view, it is vital to preserve this reliability, this continuing 
assurance that our concerns are their concerns. 

We know that rural electric cooperatives, like all electric utilities of 
every sort, always will have need for access to capital on the best possible 
terms. The Rural Electrification Administration*s revolving fund has met 
these needs well and can continue to do so if it is protected from a con- 
tinuing imbalance between interest income and outgo. We endorse H.R. 3050 
as a sound means to this end. 
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STATBNEIIT OP THE NATIONAL FARM COALITIOM 

BEFOIE THE 

SUBCOMOTTEE CM CDMSERVATtOti^ CKZD1T AND SURAL DEVELOPMENT 

HOUSE AGaiOJLTURE COHKlTTtl 

HEAELIMGS ON H,R. 3050 

THE lURAL ELECTKlFICATIOft AND TELEPHONE 

REVOLVING POND SELP-SUPPICIENCT ACT OP 1983 

ThA National Pam Coalition, « natlonvide network r«pres«ntlng agrl- 
Itural aad fara groups atatids In support of E.R, 3050, Ifeglalatloa designed 

ensure the long-tem strength end vleblllty of the rural electrification 
ograa. 

This nation's agricultural industries are highly energy intensive. As 
ncrs and randiers vc are acutely «vbt« of the critical lateirdepeDdeiice 
titeca this uttoa*a agrlculcural productivity v^d tba ti<£d for adequate 
ppll«s u^ depovIaMe sourcea of energy. The creation of the rural electric 
operative pro^roA, nearly a half ^century ago, vaa to eplto&ifc one of th* 
at aucceaiful partnerBhlpe ta fon betveen Chift governKeat and Its ciclzcns. 
ace Its ere* t ion, the rural cleccrif ication program haa provided nothiiig less 
lan reliable, dependable ce^itral -station electric service to all of Rural 
lerica. 

The nuaerous benefits that electrificktion has brought to rural Aaerica ~ 
i CT cat log jobflp Id all«vlatifl^ the drudgery that conauaed maay famera* uaking 
jurs, lA cokuicioft rural life» in contributinf to the ooflt productive agri- 
dtural econooy la the vorld wire than outvcigh the relatively s&aU coat* 
the prograa. lowever If rural electric caoperativeji are to cDnrlnue their 
mtrlbutiotu to rural America a£id are tci seet our energy necdfi for the future^ 
: la vital that ther also have acceaa to the capital that ia required Co build 
id operate power plants, distribute the alectricity and Co aaintain their lines. 

Ve mat recognize alao tb* very etgolf leant role rural electric cooperatives 
Lay in reducing thia oat ion s dapcDdance on foreign oil, particularly if this 
nintry la to achieve energy independeocc for tha future. Aa the Honorable 
irk Andrews, a Sena tor rEpteaanting cne of the aost agrarian and aost sparsely- 
>pulated areaa in the nation ^ eta tea ao aptly: 

Ve rely on Ij&poTted petroleus for 15 percent of our 
energy, about the aane aha re aa 10 years ago. Reducing 
thia dangerouB dependency and treat Ixyg an assured 
energy supply m.ri vital nat tonal goals and rural 
electric cuoperatlvea can help. If co-opa have access 
to the capital that ia teqtiirad to build power plant 
and deliver the electricity that thia country needs, 
they can play a aajor part in reducing foreign oil 
with hoa e grown fuela such aa coal. 

The National Fan Coalition ia uulfied in its coaaitaent to assure that 
Ilia nation' a agricultural ecraomy and productivity rsaain the strongeat in the 
or Id. Ve ata^ united alao In out haliaf that a key aspect toward aaintaln- 
og the strength of our agricultural Induatrles Ilea in the concoaitant 
tfength of the rural electric cooperative sector. 
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Aasrlcan Agriculture MoviBciit 

C«n«x 

CoMiunicating for Agriculture 

Cooperative League of the USA 

Und O'Ukee 

Midcontinent Faraere Aaaociation 

Hational Aaaociation of Faraer Elected CaaBlttecBen 

Hational Aaaociation of Wheat Growera 

Hational Faraera Organisation 

National Grange 

National Milk Producera Federation 

National Rice Growera Aaaociation 

National Rural Electric Co-Op Aaaociation 

Peanut Group 

Sugar Group 

W.l.F.E. (Women Involved in Farm Economica) 



Digitized by 



Google 



215 



TESTIMONY ON H.R. 3050 

Submitted to the 

SUBCOMMITTEE ON CONSERVATION. 
CREDIT. AND RURAL DEVELOPMENT 

By the 

HON. LINDSAY THOMAS 
MEMBER OF CONGRESS 



Mr. Chairman. I thank you for the opportunity to testify 
before you and your colleagues on the subcommittee on Conser- 
vation, Credit, and Rural Development concerning a piece of 
legislation so vital to our nation's rural communities;, H.R. 
3050. The Rural Electrification and Telephone Revolving Self- 
Sufficiency Act of 1983. I am pleased to co-sponsor this leg- 
islation, with many others, including the chairman and ranking 
minority member of this committee. 

I am privileged to represent the First Congressional Dis- 
trict of Georgia, a district comprised in large measure by a 
number of small rural, farming communities. Without the form- 
ation of rural electric and telephone cooperatives much of my 
district might today not have these essential services. I. my- 
self, grew up in a small community that did not have electricity 
when I was a young boy. I can personally attest to the great 
impact that these electric and telephone cooperatives have made 
upon rural America. 

In 1935 when the Rural Electrification Act was passed, less 
than two percent of Georgia's farms had electricity as compared 
with over ninety-nine percent today. Presently, rural electric 
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systems serve nearly 2,250,000 consumers in Georgia. The rural 
telephone cooperative supply services to 1,816 business and 
17,645 residential subscribers in Georgia. Currently forty-five 
electric and telephone cooperatives in Georgia borrow money from 
the revolving fund. As these figures indicate, Mr. Chairman, 
rural electric and telephone cooperatives continue to play a 
vital role in rural Georgia and rural America. 

Since the passage of The Rural Electrification Act In 1935, 
Congress, most administrations, and the leadership of the REA 
have worked closely together to ensure the continuation of this 
indispensable program. The challenge that confronts us today Is 
to maintain the financial Integrity of the revolving fund that 
provides the financing system for these cooperatives. Without 
question, rural America will continue to need adequate, reliable 
electric and telephone services - services that only these coop- 
erative utilities can supply. However, these cooperatives must 
likewise have a dependable, solvent revolving fund to provide 
them the monies needed to finance expansion and malntalnance 
operations. We must be mindful that the absence of this fis- 
cally solvent fund will, at the very least, mean higher utility 
rates for our farming communities and at the worst, the end of 
reliable utility services to rural America. 

I believe that this committee and the leadership of the REA 
should be commended for their foresight In recognizing this poten- 
tial danger and moving to blunt It. Far too often In our country, 
we have Ignored problems until they have reached crisis proportions. 
Then, we have been forced. In the midst of that crisis, to take 
Inappropriate corrective measures without the benefit of adequate 
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Study. I hope that the administration and critics of H.R. 3050 
will take into consideration that this subcommltteehs' efforts are 
directed toward averting this type of situation. While the re<- 
volving fund that finances the REA cooperatives is not currently 
insolvent* future demands upon it will place undue strains upon 
the fund unless additional capitalization is provided. 

H.R. 3050 supplies the needed dollars. It does so in an 
orderly, timely, and fair manner. I pledge my continued efforts 
to see final passage of this valuable legislation and urge my 
colleagues in Congress to Join me in this effort. 
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Testimony 
of 

Representative V1n Weber 

I am pleased to have the opportunity to testify today. I join 
n\y colleagues in support of H.R. 3050, a bill to amend the Rural 
Electrification Act of 1936 to ensure the continued financial integrity 
of the Rural Electrification and Telephone Revolving Fund. 

It is heartening to have hearings on this issue during "co-op month". 
I hope these hearings will result is swift passage on H.R. 3050, and I 
pledge to do whatever is necessary to get this bill enacted into law. 

The Second District in Minnesota is proud to be dominated by rural 
telephone and electric cooperatives. Some argue that my District was built 
on the strength of the cooperative. I believe that to be true. But more im- 
portantly, I believe the strength of rural America can be traced directly 
to the development of electrical and telephone cooperatives. 

Mr. Chairman, as you know, the last major amendment to the Rural 
Electrification Act was passed by Congress and signed into law over 10 years 
ago — May, 1973. Since then, thousands of people have returned to rural 
America reversing years of decline. They've returned because rural America 
is an attractive place to raise a family and seek out new opportunities. 
Without an adequate supply of electric power, at reasonable prices, these 
opportunities would not be available. Rural America will continue to offer 
economic opportunities, but not without a strong and viable rural electric loan 
program. The changes that are being suggested in H.R. 3050 are modest but 
significant to the future of the Rural Electric Program. We all recognize that the 
revolving fund, from which ^S% of the total capital is obtained needs corrective 
action in order to continue to be a viable source of funds for cooperatives. The 
cooperatives, which own nearly 50% of all distribution electric lines in the 
United States, are supporting the proposed increase in loan rates from the 
revolving fund. With periodic adjustments, enough to keep the fund in balance, and 
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with the systems re-paying every dime loaned to them, I believe that we 
can expect a continued strengthening of the rural econoiny. I must add, 
the rural electric payment record is unsurpassed. Rural cooperatives have 
taken the lead in opting for legislation which will make their program 
financially secure, yet not at the cost to the taxpayers. Most groups come 
before the Congress and simply ask for increased federal spending or 
subsidization. Not the cooperatives. They search for methods to "get a 
bigger bang" for the program, without asking for hand-outs. It is refreshing 
to support this legislation for that reason alone. 

I am pleased to join iny colleagues in urging adoption of this proposal, early 
consideration by the full committee, and by the House of Representatives. 
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PAT WILLIAMS 




%<ma/M&^ cl (he UmUed cfiaUe^ 



WASMNGTON OmCf: 
^^^^HHT^ WASHWOTON. D.C. 20515 aB»T*IIY. SKOMMRV H 



STATEMENT OF THE HONORABLE PAT WILLIAMS * 

BEFORE THE AGRICULTURE COMMITTEE 
SUBCOMMITTEE ON CONSERVATION, CREDIT AND 

RURAL DEVELOPMENT 
OCTOBER 4, 1983 

As an original cosponsor of this bill, I am pleased to 
have this opportunity to present testimony in favor of HR 3050, 
the Rural Electrification and Telephone Revolving Fund Self- 
Sufficiency Act of 1983. 

Since 1935, the Rural Electrification Administration has 
been providing loans to rural electric cooperatives and rural 
telephone cooperatives so that America's farmers and ranchers 
would be able to have electricity and telephone service. The 
federal government made a commitment to ensuring universal elec- 
tric and telephone service to all Americans, regardless of whether 
they lived in the city or in the country. In Montana, where many 
miles separate small communities and often farm atid ranch neighbors, 
the REA has been indispensible in helping co-ops provide adequate 
electric and telephone service. 

Unfortunately, the present Administration believes that the 
REA has outlived its usefulness. In fact, the Administration has 
indicated that those who live out in the country are simply going 
to have to pay more for electricity and telephone. 
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The Rural Electrification and Telephone Revolving Fund Self- 
Sufficiency Act would keep the REA alive and well. It would 
ensure that all Americans, not just those who live in large cities, 
will have access to electricity and telephone service. I eim 
confident that the committee will act favorably on this important 
piece of legislation. 
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RURAL ELECTRIFICATION AND TELEPHONE RE- 
VOLVING FUND SELF-SUFFICIENCY ACT OF 

1983 



WEDNESDAY, OCTOBER 5, 1983 

House of Representatives, 
Subcommittee on Conservation, Credit, 

AND Rural Development, 
Committee on Agriculture, 

Washington, D,C, 
The subcommittee met, pursuant to recess, at 10:10 a.m., in room 
1302, Longworth House Office Building, Hon. Ed Jones of Tennes- 
see (chairman of the subcommittee) presiding. 

Present: Representatives English, Glickman, Daschle, Stenholm, 
Tallon, Durbin, Evans of Illinois, Coleman, Skeen, and Gunderson. 
Also present: Representative Albosta. 

Staff present: Robert M. Bor, chief counsel; Robert T. Lowerre, 
associate counsel; John E. Hogan, minority counsel; Mark Dungan, 
minority associate counsel; Peggy L. Pecore, clerk; Robert A. Cash- 
dollar, James W. Johnson, Jr., Bernard Brenner, Gerald W. Wel- 
come, and David A. Ebersole. 

OPENING STATEMENT OF HON. ED JONES, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TENNESSEE 

Mr. Jones of Tennessee. The Subcommittee on Conservation, 
Credit, and Rural Development will resume its sitting from yester- 
day's meeting. 

Good morning to all of you who are here this morning, witnesses 
as well as those who are here to listen. 

We have a nice group of witnesses this morning, and we would 
like to move as fast as possible. We will use the same rules today 
that we used yesterday. I thought that we moved very rapidly and 
very fairly in yesterday's hearings. 

If we do conclude by noon today, there is some good possibility 
that we might markup this bill in the afternoon. That seems to be 
the wish of the majority of the members of this subcommittee and 
of the chairman of the full committee. 

The first witness this morning is the Honorable Don Albosta, a 
Member of Congress from the State of Michigan. I do not believe 
he is in the room. 

Therefore, I will call the first panel. The first panel consists of 
Mr. Robert D. Partridge, executive vice president of the National 
Rural Electric Cooperative Association, commonly known as 
NRECA, here in Washington; Mr. Guy C. Lewis, Jr., Rappahannock 
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Digitized by 



Google 



224 

Electric Cooperative, Bowling Green, Va., president, NRECA; Mr. 
James A. Vann, Jr., Dixie Electric Cooperative, Union Springs, 
Ala., president of the Cooperative Finance Corp. 

Gentlemen, we are delighted that you are here. 

I believe that Mr. Lewis is going to begin. You may handle it any 
way that you wish, Mr. Lewis and members of the panel. 

STATEMENT OF GUY C. LEWIS, JR, PRESIDENT, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION AND MANAGER, 
RAPPAHANNOCK ELECTRIC COOPERATIVE 

Mr. Lewis. Thank you. 

Chairman Jones and other distinguished members of the Sub- 
committee on Conservation, Credit, and Rural Development, my 
name is Guy C. Lewis, Jr. I am a resident of Bowling Green, Va., 
where I manage the Rappahannock Electric Cooperative, a consum- 
er-owned and controlled utility system which provides electric serv- 
ice to about 41,000 members in rural Virginia. In addition, it is my 
honor and privilege to serve as president of the National Rural 
Electric Cooperative Association, the voluntary service organization 
of the Nation's some 1,000 rural electric systems, which deliver 
electric energy to some 25 million Americans in 46 States. 

Mr. Chairman, I am most pleased to have the opportunity to 
present my views on H.R. 3050, the Rural Electric and Telephone 
Revolving Fund Self-Sufficiency Act of 1983. 

Because the availability and cost of capital is of such crucial im- 
portance to the future of the rural electrification program, it is 
only natural that over the years this subject has been a very major 
concern to our national association, and to the thousands of rural 
electric system directors and managers who know that adequate 
and affordable loan funds are the lifeblood of the rural electnfica- 
tion program. 

This subject has been of special concern to me personally since 
the fall of 1981, when my immediate predecessor as NRE3CA presi- 
dent, Angus Hastings of Florida, asked me to serve as chairman of 
a special NRECA Committee on Financing for the Future. 

This committee consisted of 17 outstanding leaders, representing 
every region of the Nation and every segment of the rural electric 
program. It also benefited greatly from the ex officio participation 
of three former Administrators of the Rural Electrification Admin- 
istration, Norman Clapp, David Hamil, and Robert Feragen, cdong 
with the present governor of the National Rural Utilities Coopera- 
tive Finance Corporation, Charles Gill. 

The committee spent more than a year examining virtually 
every aspect of rural electric financing, including, of course, a thor- 
ough examination of the Rural Electric and Telephone Revolving 
Fund, the mechanism created by Congress in 1973 to be the source 
of capital for REA insured loans. 

Through a series of open meetings with our members, and con- 
sultation with experts from the financial community and else- 
where, we tapped into the best thinking available on every aspect 
of our financing future. 

We knew even before the committee began its work, however, 
that the combined effect of extremely high interest rates in the 
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past few years, along with continuing heavy demand for loans by 
REA borrowers, had put strains on the Revolving Fund far greater 
than was anticipated at the time of its creation. 

For this reason, we spent a considerable amount of time working, 
not only to fully explore and define the problems facing the Revolv- 
ing Fund, but also seeking ways in which the Fund could be perma- 
nently restored to financial strength and stability. 

From the very outset of this effort, we strongly felt — and still be- 
lieve — that the REA borrowers themselves, working through their 
national organization, must take a lead role in creating a workable 
plan to preserve an adequate and affordable financing program. 
This is consistent, I believe, with the reputation the rural electrics 
have worked hard to build as a group ready and willing to assume 
responsibility for its own destiny, and one that comes to C!ongress 
not just with problems, but also with fair and reasonable solutions 
that make good sense for the rural electrics and for the Nation as a 
whole. 

Mr. Chairman, it is not my intent to review at this time the full 
set of recommendations that are the result of the work done by 
NRECA's C!ommittee on Financing for the Future. To a very great 
extent, these recommendations are embodied in the legislation 
before you today, the main provisions of which will be discussed by 
others scheduled to appear at this hearing. 

I think it's importSant to note, however, that the recommenda- 
tions of our study committee have been thoroughly evaluated by 
the full membership of NRECA. The major changes in REA lend- 
ing policy and practice we have suggested — and which would be im- 
plemented through enactment of H.R. 3050 — were discussed at 
length and unanimously endorsed by the delegates to our 41st 
annual meeting earlier this year. 

We have taken great pains to insure that the NRECA member- 
ship is fully aware of all the implications of what is being proposed 
in H.R. 3050, including the fact that it will very likely result in an 
increase in the interest rate charged on REA insured loans. Our 
members, nonetheless, believe that this is the proper course for us 
to pursue at this time, and that the long-term future interests of 
the rural electric systems and their member consumers are best 
served by accepting an increase in the cost of borrowing today. 

We firmly believe that this plan is both reasonable and responsi- 
ble. 

It will establish a self-correcting mechanism for REA interest 
rates that, if implemented in accord with the spirit and intent 
behind its creation, will insure that the Revolving Fund will be 
able to continue for many years in its vital role as a capital source 
for rural electrification. 

It will provide a means by which rural electric borrowers can, at 
a controlled and orderly pace, continue to evolve toward greater re- 
liance on private lenders to supplement capital borrowed through 
REA. It will facilitate this movement to the private market by im- 
proving the terms under which REA will share its mortgages with 
other lenders. 

It will maintain the present level of Federal investment in rural 
electrification by keeping the assets Congress put into the Revolv- 
ing Fund in 1973 as part of the Fund for as long as they are 
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needed. Under present law, this initial capitalization of the Fund 
will be gradually siphoned off, beginning in 1993. 

Most important, however, is the fact that the proposals contained 
in H.R. 3050 will help insure the continuing fulfillment of a prom- 
ise made by our Government to the people of rural America nearly 
50 years ago: That the comfort, convenience, and increased produc- 
tivity made possible by central station electric service would no 
longer be reserved only for people in the cities and towns of our 
Nation. 

America's independent, consumer-owned rural electric systems 
have done their part to make the dream of universal, area cover- 
age electric service a reality. And even though weVe come a long 
way, we still face many of the same challenges that existed in 1935, 
including low-consumer density, difficult terrain, and high cost of 
power. 

There's no question that we needed the assistance provided by 
REA to get the rural electrification program started in the thirties 
and forties. It's just as clear, I believe, that we will continue to 
need a strong REA for as long as rural electrics operate largely in 
areas other utilities could not — or would not — serve. 

Mr. Chairman, I truly appreciate this opportunity to appear 
before this distinguished panel. On behalf of myself, NRECA, and 
the 25 million men, women, and children of our Nation who 
depend on REA-financed systems to keep the lights on and the 
power flowing across rural America, I hope you will give prompt 
and favorable consideration to H.R. 3050. 

I will be happy to answer any questions that I can. 

Mr. Jones of Tennessee. Thank you very much, Mr. Lewis, for a 
very good statement. We do appreciate the time that you have 
taken to be here with us today. The questioning period will be 
later. 

Our next witness is a familiar face around here for a long, long 
time, Mr. Robert D. Partridge, executive vice president of the Na- 
tional Rural Electric Cooperative Association, commonly known as 
NRECA, here in Washington. 

Bob, it is delightful to have you with us. You may proceed. 

STATEMENT OF ROBERT D. PARTRIDGE, EXECUTIVE VICE PRESI- 
DENT, NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCI- 
ATION 

Mr. Partridge. Thank you, Mr. Chairman and members of the 
subcommittee. 

If I may have my full statement inserted in the record, I will at- 
tempt to summarize the statement which I have to make. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become part of the record if you summarize. 

Mr. Partridge. My name is Robert D. Partridge. I am executive 
vice president and general manager of the National Rural Electric 
Cooperative Association, the trade association which represents 
some 1,000 rural electric systems in 46 States, serving nearly 25 
million Americans. 

First, let me express our very strong support throughout the 
rural electrification program for H.R. 3050, the legislation which 
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this hearing addresses. This is legislation which we think is vital to 
the viability of the REA loans programs and of the rural electrifi- 
cation program itself. 

This bill and the companion bill in the Senate, which is S. 1300, 
are designed to insure the continued stability and solvency of the 
Rural Electric and Telephone Revolving Fund administered by 
REA in carrying out the insured loan program of that agency. 

The Revolving Fund was created by Congress in 1973 to expedite 
rural electric and telephone financing in the absence of annual ap- 
propriations which had been terminated in December 1972. 

That Fund has served its purpose well. However, due to economic 
conditions that could not be anticipated at the time Congress cre- 
ated the present loan program, primarily inflation, which caused a 
much heavier flow of cash out of the Revolving Fund than we had 
anticipated might be needed, coupled with sky-high interest rates 
of the period from 1979 through 1982, it has come to the point that 
we must now make some adjustments in the mechanics of the oper- 
ation of the Revolving Fund. 

The major provision of H.R. 3050 gives REA the authority to 
insure balance in the Revolving Fund — in fact, mandates that the 
Administrator will maintain that balance — through periodic adjust- 
ments in the interest rates. That will, of course, mean higher bor- 
rowing costs to rural electric and telephone borrowers, but we be- 
lieve that the higher cost interest expense is worth it to stabilize 
the Fund and to assure its continued solvency into the years ahead. 

Interest applied to new REA loans, which is now fixed by law at 
5 percent, will be periodically adjusted to a rate high enough to 
preserve the financial balance of the Revolving Fund. 

The bill also contains language that would have the effect of 
mandating that the supplemental loan ratios and criteria now ap- 
plied in REA loans be used only in a positive way, primarily as a 
method to insure that available loan funds will be evenly distribut- 
ed to all qualified borrowers. That will provide many low-equity co- 
operatives with continued access to the Revolving Fund. 

It will also prevent the use of these ratios as a means of artifi- 
cially depressing REA lending activity, and by so doing, falsely jus- 
tify severe reductions in the loan levels. The present requirement 
that loans be arranged with 30 percent non-REA funds is already 
very difficult for many cooperatives, and certainly the 50-50 ratios 
that the Administration has talked about on many occasions would 
pose a real hardship on many of the rural electric and telephone 
systems. 

Another important part of the overall proposal calls for Congress 
to capitalize the funds in the Revolving Fund, as was brought out 
in testimony yesterday, into a permanentizing of the capital, rather 
than having it exist as debt, as it now does on the books of the Gov- 
ernment. That is a principal and cardinal feature of the plan. 

Under present law REA will be required to pay the notes coming 
due beginning in 1993 and thereafter through the year 2017, notes 
given to the Treasury to obtain the funds for the direct loan pro- 
gram, which was carried out by REA in 1972 and prior years. 

We think that the present requirement under the act as it now 
is, and without the amendments proposed by this bill, which is that 
the funds would go back to the Treasury, would be of no real bene- 
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fit whatsoever to the public, and that it would very significantly 
add to the cost of providing electric service in rural areas of this 
country. 

The net impact on the Federal budget of sending this money 
back to the General Fund of the Treasury, rather than retaining it 
in the Revolving Fund, will be essentially a wash, if it occurs, since 
making those payments will clearly increase the Revolving Fund's 
need for new borrowings from the Treasury by a corresponding 
amount. 

Let me make it quite clear that nothing in the proposed legisla- 
tion would result in the forgiveness of the indebtedness of any bor- 
rower of REA, despite some of the media comments to the con- 
trary. 

As this committee very well knows, both the Revolving Fund and 
the Treasury are the property of the U.S. Government and will 
remain so under the provisions of the amendments to this act. 

The legislation would not in any way reduce the principal or in- 
terest payments due on any loan made by REA to rural electric or 
telephone borrowers. Not one dime of that lending would be forgiv- 
en under the provisions of this bill. 

One of the important features of the legislative package is a 
mechanism for helping systems which have to provide service 
under unusually difficult circumstances. There is strong justifica- 
tion for giving special consideration to the relatively few systems 
that operate under extreme hardship, as Chairman de la Garza 
noted yesterday, due to the topography of the areas that they 
serve, sometimes due to storm damage or other natural disasters, 
and due to the financial condition of their consumers. 

For these reasons, we are supporting language in the bill calling 
for a special interest rate program with appropriate qualifying cri- 
teria, carrying an interest rate of no less than 2 percent and not 
more than one-half of the prevailing REA interest rate at any 
given point in time. 

There are a number of other important features of the proposed 
bill, and these are going to be discussed, I am sure, in the testimo- 
ny to be given the committee this morning by former REA Admin- 
istrators Norman Clapp and Robert Feragen and CFC Governor 
Chuck Gill. 

Both H.R. 3050 and S. 1300 have come under very strong admin- 
istration-inspired attack, and I suspect that there will be much 
more of that kind of criticism by the time these bills reach the 
floor of the respective Houses. 

The point I would like to make here is that we are only asking 
for fairness and for recognition of the difficult job that rural elec- 
tric cooperative people around the Nation are carrying out. The 
task that they have is difficult in trying to provide reliable and af- 
fordable electric service to rural America under today's costs and 
other factors that impact upward on rates. 

We have many problems servicing low-density areas and dealing 
with unfavorable terrain and other conditions that are not faced by 
urban utility systems. We certainly do not need — we cannot really 
endure — additional obstacles put into our collective paths in tr3ring 
to keep on with the job of providing service that is dependable and 
acceptable in terms of rates. 
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As opposed to the very modest assistance that rural electrics re- 
ceive for serving the most remote areas of this country, other seg- 
ments of the utility industry receive many times more Federal as- 
sistance. Let me emphasize that we do not complain about that. We 
understand the need for that. We have supported the need of both 
the investor-owned companies and the public systems for the kind 
of assistance which they have, assistance which is about five times, 
on a per meter basis, the assistance afforded the rural electric co- 
operatives under the REA program. 

I very strongly believe that enactment of the bill now pending 
before this subcommittee will be in the best interest of the consum- 
ers of rural electric cooperatives and the citizens of this entire 
country. 

Thank you very much. 

Mr. Jones of Tennessee. Thank you very much, Mr. Partridge, 
for a very fine statement. We appreciate your presence and your 
help here with our testimony. 

The next witness is Mr. James A. Vann, Jr., Dixie Electric Coop- 
erative, Union Springs, Ala., and president of the Cooperative Fi- 
nance Corp. 

Mr. Vann, welcome. We are delighted to have you here. 

You may proceed. 

STATEMENT OF JAMES A. VANN, JR, GENERAL MANAGER, DIXIE 
ELECTRIC COOPERATIVE AND PRESIDENT, NATIONAL RURAL 
UTILITIES COOPERATIVE FINANCE CORP. 

Mr. Vann. Thank you, Mr. Chairman. 

I, too, have prepared a statement, which has been filed with your 
subcommittee, and I request that it be made part of the record and 
that I be permitted to give the subcommittee a brief summary. 

Mr. Jones of Tennessee. Without objection. 

Mr. Vann. Thank you. 

Before I proceed with the summary, I would like to make one 
comment, if I might, about the passing of one of my fellow CFC di- 
rectors from district 3, Walter S. Nunnely. Walter was from 
Merriweather Lewis Electric Cooperative of Summitville, Tenn., 
and was a long-time friend of Chairman Jones. He was a strong 
supporter of the rural electric program. We will miss him and his 
wise counsel. 

CFC is owned by 928 members, including 806 rural electric distri- 
bution systems, 60 power supply systems, 60 State, regional, and 
national service organizations, and two associate members. 

CFC was incorporated in April 1969 for the purpose of providing 
its members with a source of long-term and short-term financing to 
supplement their borrowings from the Rural Electrification Admin- 
istration. The recommendations to create CFC were a part of the 
final report of the long-range study committee which was appoint- 
ed in 1967 by NRECA. 

The first long-term loan made by CFC, concurrent with loans 
from REA, was made in 1971. Since 1971, when CFC began its lend- 
ing operation, it has continued to add the types of programs and 
services to provide to its members better service. 
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In November 1981 the CFC board, in recognition of the values 
and the importance of periodically reexamining the role of the or- 
ganizations in the rural electric program, authorized establishment 
of a Committee on Objectives and Planning. The committee held 
numerous meetings, undertook studies on future capital require- 
ments for the distribution in the power supply systems through the 
end of this century. 

During 1982, the committee worked very closely with NRECA's 
Committee on Financing for the Future, holding several joint meet- 
ings around the country with rural electric leaders and sharing 
data and information. 

The CFC committee presented its report to the CFC membership 
earlier this year. The members endorsed all of the recommenda- 
tions, and the CFC board is now engaged in developing and approv- 
ing policies and procedures to implement these recommendations. 

One important recommendation made by the committee calls for 
amendment of the Rural Electrification Act to clarify the authority 
of the REA Administrator to provide private lenders with marketa- 
ble security for loans they make to REA borrowers. Section 7 of 
H.R. 3050 proposes to amend section 306 of the Rural Electrifica- 
tion Act to implement that recommendation. Governor Gill, the 
chief executive officer for CFC, later this morning will discuss the 
significance and importance of this provision in more detail. 

CFC also endorses the other provisions of H.R. 3050 to amend the 
Rural Electrification Act, particularly those which will assure the 
continued viability of the Rural Electric and Telephone Revolving 
Fund. 

Mr. Chairman, on behalf of the CFC board of directors and its 
members, we thank you for the opportunity to present our views. 

[The prepared statement of Mr. Vann appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Vann. We 
appreciate the fact that you are here and your statement and inter- 
est. 

Gentlemen, if you can remain, we woujd be glad for you to do so 
and be questioned at a little later time. 

Does Mr. Smith have any type of statement? 

Mr. Partridge. No, Mr. Chairman. Don Smith, our chief econo- 
mist, accompanied us to the table and will be with us during the 
questioning period. 

Mr. Jones of Tennessee. All right. We will hear the next panel, 
then, and then we will call all the panels back together. 

Our next panel is made up of former REA Administrators. We 
are delighted, indeed, to see Norman Clapp here, Robert Feragen. 
We are sorry, indeed, that David Hamil could not make it. Dave is 
probably the most familiar figure that has been around here for a 
long, long time. Sitting in for him today is John Davenport, of 
NRECA, who will present Dave's testimony. 

Norman, inasmuch as you are the senior member of the group 
out there as far as time with REA is concerned, I believe that we 
will hear you first. 

Mr. Norman Clapp, of Alexandria, Va., is a former REA Admin- 
istrator. 

We are delighted that you are here. 



Digitized by 



Google 



231 

STATEMENT OF NORMAN M. CLAPP, FORMER ADMINISTRATOR, 
RURAL ELECTRIFICATION ADMINISTRATION, U.S. DEPART- 
MENT OF AGRICULTURE 

Mr. Clapp. Thank you, Mr. Chairman and members of the com- 
mittee. 

I would like, just for the record, to identify myself as Norman 
Clapp. I have, until recently, been engaged in the consulting busi- 
ness, in which I have had an opportunity to keep in touch with the 
progress and the problems of the rural electrification program. 
Presently, I am completely retired, except that I continue to sit on 
the board of directors of the Stone Webster Power Projects Corp., 
and I try to keep posted on this program. 

I do have a prepared statement which, if it suits the pleasure of 
the subcommittee, Mr. Chairman, I would like to submit for inclu- 
sion in the record at the close of my oral remarks. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become part of the record, and you may summarize, as you 
wish. 

Mr. Clapp. Mr. Chairman, members of the subcommittee, I am 
appearing here today in full support of this legislation you have for 
consideration, H.R. 3050. 

I believe, as a former Administrator in this program, that the 
legislation is urgently needed, if we are going to counter the dis- 
astrous effects of recent and even current interest rates on the 
REA program and the ability of the program to accomplish its mis- 
sion in future years. 

Historically, as this committee well knows, the purpose of the 
rural electrification program and its assistance to the electric coop- 
erative systems across the country has been to close the gap be- 
tween the availability and the affordability of electric service in 
rural areas as compared to the urban-based areas. 

We have made tremendous progress in past years in accomplish- 
ing or toward accomplishing that objective, but the experience of 
the last decade has cast a very serious shadow on the ability of 
these systems to continue to do the job that they were established 
to do. 

The decade has been difficult for the entire electric industry. It 
has been particularly difficult for the rural electric systems, be- 
cause they have had to step into the breach and shoulder a greater 
percentage of their wholesale power needs at a time when costs 
were rising tremendously and when the cost of capital, as repre- 
sented by the interest rates that they must pay, has risen dramati- 
cally. 

This has put an unusually heavy burden upon not only the 
power supply cooperatives, but also the distribution co-ops to which 
they sell their power. The result has been that after years of clos- 
ing this gap between the affordability of electric service in rural 
areas as compared to urban areas, now we are moving through a 
period in which that gap shows every promise of opening up again. 

Retail rates are going up. They are going up faster in the rural 
segment than they are in the industry generally. This is due in 
large measure to the effect of the increased wholesale power costs. 
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Interest rates are really eating this program up. It is having the 
obvious effects upon the Revolving Fund, which is the source of 
credit for the distribution co-ops, and it is having an even acceler- 
ated effect, through the guaranteed program, on the costs facing 
the generation and transmission cooperatives. 

Therefore, this legislation, which attempts, and I believe very 
constructively does, to deal with the availability, the future avail- 
ability, and the future affordability of capital for the rural electric 
program, is extremely urgent and needs to be enacted. 

With that, Mr. Chairman, I would like to submit my prepared 
statement for inclusion in the record, with one note of correction. 
On page 3 of the statement, in the third paragraph, the 15,000 kilo- 
watts, as appears there, should read 15,000 megawatts. 

Thank you very much, Mr. Chairman, for the opportunity to 
appear before this subcommittee. 

[The prepared statement of Mr. Clapp appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Norman, for a 
very good statement. We shall look forward to reading the entire 
statement, as time will permit. 

We appreciate the contribution that you have made to REA in 
both the electric and telephony departments of REA. You deserve a 
lot of credit for the good job that you have done through the years. 
In fact, you are a young man to be retiring. 

Now Mr. Robert Feragen of the East River Electric Power Coop- 
erative, Madison, S. Dak., a former REA Administrator, is our next 
witness. 

Mr. Feragen, we are delighted to have you here with us today. 
Welcome back. 

STATEMENT OF ROBERT W. FERAGEN, MANAGER, ADMINISTRA- 
TIVE SERVICES DIVISION, EAST RIVER ELECTRIC POWER CO- 
OPERATIVE, AND FORMER ADMINISTRATOR, RURAL ELECTRI- 
FICATION ADMINISTRATION, U.S. DEPARTMENT OF AGRICUL- 
TURE 

Mr. Feragen. Thank you, Mr. Chairman. I appreciate that very 
much. 

I have prepared a statement, which the committee has. I would 
ask that it be made part of the record. 

Mr. Jones of Tennessee. Without objection, it will be made a part 
of the record, and you may summarize as you please. 

Mr. Feragen. I would like to do that, Mr. Chairman. 

I was honored to be a part of the committee that studied the fi- 
nancial needs in the future for the NRECA and its members. I am 
quite familiar with the provisions of H.R. 3050, and I believe that 
they do and will solve a problem that will be extremely serious if 
these changes are not made with respect to the Revolving Fund. 

I would like to make just one observation, Mr. Chairman. I be- 
lieve that one thing that this committee should consider is that, if 
the Revolving Fund does, in fact, dwindle away, the relationship 
between the rural electric systems and Congress will also dwindle 
away. 
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I am sure this is true of all rural electric systems, but it is cer- 
tainly true of those in my part of the country — that it has been a 
good partnership between the rural electric systems and Members 
of Congress with both political parties. We have had the kind of 
support and understanding of what is needed in rural America. My 
statement talks about that, and I would like to stress that, because 
we have found an understanding of what it takes to do rural elec- 
trification among Members of Congress and have gotten support 
over the years. 

Therefore, I, of course, am strongly urging the passage of H.R. 
3050, and I would like to point one fact that sometimes gets mud- 
dled. That is the idea that because distribution systems are eligible 
for part of their loan needs from 5 percent Revolving Fund loans 
that they are somehow avoiding interest costs. I would like, as my 
statement does, to point out that the real interest costs are borne 
in the wholesale power supply bills that are paid by those systems. 

In the Missouri Basin we have three tiers of cooperatives, distri- 
bution systems that organize G&T's to transmit Government power 
from the dams to them, and they, in turn, organize Basin Electric, 
which is a wholesale power cooperative that builds generating 
plants. When you take the interest costs paid by Basin Electric on 
its guaranteed loans from REA and add to it the interest cost of 
East River, that I work for, the distribution system's wholesale 
power bill for East River contains 34 percent interest cost, and that 
is a monumental burden when you consider the past experience of 
utilities in the United States, to consider having to pay 34 percent 
of your bill, of the wholesale power bill, in interest costs. 

I bring that to the attention of the committee because to ignore 
the needs of distribution systems would simply add to that burden, 
which I believe is already very substantial. 

One of the ways to ease that burden would be to retain in H.R. 
3050 the provisions for refinancing the guaranteed loans, and I 
strongly urge that you do that, inasmuch as it would have perhaps 
the most stabilizing effect on future cost of electricity in rural 
areas. 

Having said that, I do urge very strongly that the capitalizing of 
the Revolving Fund be retained as essential for the survival of the 
Revolving Fund for the long period and maintaining this relation- 
ship with Congress that I spoke about. 

Finally, I would like to appeal to this committee from those 
areas confronting conditions much like the earliest and most diffi- 
cult days of rural electrification, areas of low population density, 
areas economically depressed, and those frequently hit by storms 
and suffering damage of a monumental kind, where sometimes 
three-quarters of an electric system is knocked to the ground. 

I would urge that the committee consider making the special in- 
terest rate a mandatory provision of the bill, making it mandatory 
upon criteria set by the Congress that recognizes that there are 
some systems yet today—and I am talking about those systems in 
the Dakotas and Nebraska, Montana, Texas, New Mexico, systems 
serving less than two, sometimes less than one, consumer per 
mile — that Congress continue to recognize, as it has in the past, 
that they do have special needs and, therefore, that the Adminis- 
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trator ought to be required, at least under some reasonable criteria 
set by Congress, to provide special interest loans. 

Mr. Qiairman, I appreciate very much the opportunity to appear 
before this committee, and I will be prepared to answer any ques- 
tions you may have. 

[The prepared statement of Mr. Feragen appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Feragen. We 
do appreciate the time that you have taken to be here with us and 
the interest that you have shown, as well as the good job that you 
did when you were the REA Administrator. 

Now for Mr. Dave Hamil's statement, who was necessarily de- 
tained and not able to be here today, we will hear from John Dav- 
enport of NRECA, who will read Mr. Hamil's statement. Mr. Hamil 
is also a former REA Administrator whom all of us recall and re- 
member. 

John. 

STATEMENT OF DAVID A. HAMIL, FORMER ADMINISTRATOR, 
RURAL ELECTRIFICATION ADMINISTRATION, PRESENTED BY 
JOHN DAVENPORT, NRECA 

Mr. Davenport. Yes, sir, Mr. Chairman. 

For the record, my name is John Davenport, a member of the 
staff of NRECA, and I will present the statement of Mr. David A. 
Hamil, former Administrator, Rural Electrification Administration. 

For the record, my name is David A. Hamil. I am a resident of 
Sterling, Colo., and have been involved in the rural electrification 
program for more than 40 years. It has been my privilege to serve 
as Administrator of the Rural Electrification Administration for 
more years than any other person, having held the position from 
1956 to 1961, and again from 1969 to 1978. 

Let me say, also, that Fm delighted to have the chance to once 
again appear before this subcommittee. As you and your colleagues 
know, Mr. Chairman, during my times as REA Administrator it 
was my duty — and most of the time, at least, my pleasure — to fre- 
quently report to this subcommittee on the progress and problems 
of REA and the rural electrification program. 

It was just about 10 years ago, Mr. Chairman, that Congress put 
into effect major changes in the REA lending program. 

Up to that time, all Government loans for rural electrification 
had been made under the old direct program, with the vast major- 
ity of them made at a 2-percent interest rate. 

While the amount Congress was making available each year for 
REA direct loans was growing, it was not growing anywhere near 
as fast as the co-ops' need for financing. Direct loans in the early 
1970's had reached nearly a half billion dollars per year. But even 
then, we knew we were on the verge of a new era in the rural elec- 
trification program, one which would have a tremendous impact on 
the need for new capital. 

First of all, many co-ops were experiencing rapid growth in num- 
bers of new consumers as the long tradition of rural-to-urban mi- 
gration reversed itself and increasing numbers of Americans moved 
from the cities to the country. 
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In addition, the cost of extending lines and building new facilities 
was rising very fast. This was due to the effects of inflation and to 
the often complex and expensive new requirements placed on REA 
borrowers as a result of the great wave of environmental legisla- 
tion that came into being in the early seventies. 

By far the most critical challenge faced by the co-ops at that 
time, however, was the growing realization that rural electrics 
would have to move—and move quickly— into the power supply 
area. 

Up to that point, co-ops acquired most of their power by whole- 
sale purchases from investor-owned companies or federally owned 
power projects. As we entered the seventies, though, co-ops were 
getting a very clear message that the power companies did not 
want to expand solely to meet the power needs of their wholesale 
customers. Co-ops also were beginning to see the bottom of the 
barrel with regard to Federal power, at least insofar as meeting 
future demand growth was concerned. 

This left the co-ops with no choice but to move toward increasing 
self-reliance for power supply, by building generating and transmis- 
sion facilities owned and operated by the co-ops, or through facili- 
ties jointly owned with power companies or other utilities. 

The problem, of course, was in the fact that the capital needed 
for just one medium-sized generating plant would have taken up 
REA's entire loan authorization for the year. Clearly, the old direct 
loan program was not designed for, nor could it handle, this next 
phase in the development of rural electrification. 

This is why the REA lending programs created by Congress 
through Public Law 93-32 have been so very important to the con- 
tinued progress and success of the rural electric program. 

Even though they were put together under some very difficult 
circumstances in the months following the abrupt cutoff of REA 
lending in December 1972, today's insured and guaranteed loan 
programs have made it possible for REA to continue its longstand- 
ing and still vital role as the primary capital source for rural elec- 
trification. 

All of us are aware, Fm sure, of the many things that have hap- 
pened in the past 10 years that have had an effect on rural elec- 
trics and their financing needs. 

The 1973 oil embargo and resulting national commitment to the 
goal of energy independence speeded up even further the pace of 
powerplant construction to replace oil- and gas-fired units. 

Interest rates have hit levels no one could have predicted 10 
years ago, and inflation, at least until this past year or so, has con- 
tinued at a very high rate. 

Ever-tightening environmental standards on powerplant emis- 
sions have not only increased the cost of constructing new facili- 
ties, but also increase ongoing costs, since the energy required to 
run pollution control equipment can take as much as 8 percent of 
the output of a powerplant. 

All these things have had their effect on REA lending, and in 
particular on the financial health of the Rural Electrification and 
Telephone Revolving Fund, which Congress created in 1973 to 
serve as the capital source for REA-insured loans. 
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And, all of these factors will continue to play a role in the future 
of the REA financing program, as the growth and revitalization of 
rural America continue in the years to come, and rural electric S}^ 
terns continue to meet their responsibility of providing all the elec- 
tric energy their consumers need at a reasonable cost. 

Mr. Chairman, as you may know, I took part as an ex officio 
member in the study recently completed by NRECA's Committee 
on Financing for the Future. I can tell you from firsthand experi- 
ence that this committee left no stone unturned in its search for a 
way to insure that rural electrics will have access to the amount of 
capital they must have in the future, and at a cost rural electric 
consumers can afford to pay. 

I personally am satisfied that the recommendations which this 
study committee developed, and which are contained in large meas- 
ure in H.R. 3050, are both reasonable and fair to the REA borrow- 
ers and to the Nation as a whole. 

If implemented in a positive and forthright manner by the 
person sitting in my old chair at REA, I believe they can bring 
about the kind of self-perpetuating financing system that Congress 
had in mind when the Revolving Fund was created 10 years ago. 
The proposed changes in the REA Act also will help iron out a few 
kinks in the lending process, and, in the long run, help make the 
borrowers financially more able to look to lenders other than REA 
for their future capital needs. 

It's worth noting, I think, that the rural electrics have made 
great progress during these past 10 years in increasing their use of 
non-REA, private capital sources. At present, only a small fraction 
of the new capital investment in rural electrification is in the form 
of REA loans at interest rates of 5 percent or less. For most of the 
past decade, the majority of the new loan funds have been either in 
the form of REA guarantees — which are at the full cost of money 
to the Government — or as supplemental loans made by CFC and 
other private lenders at open-market rates. 

The legislation before the subcommittee today would not by any 
means stop this process of "weaning*' the rural electric borrowers 
from what not that long ago was a total dependence on REA. To 
the contrary, it gradually and on a reasonable basis narrows the 
gap between the REA standard rate and market interest costs. It 
also leaves the door open for future adjustments in the supplemen- 
tal loan requirements, allowing the Administrator to move the fi- 
nancially strongest systems toward financial independence even 
faster. 

Mr. Chairman, with your indulgence, Td just like to say a word 
or two on the question of the "subsidy" rural electric and tele- 
phone systems derive from their access to REA financing, and the 
controversy that has arisen on the provision in H.R. 3050 to con- 
vert some $7.9 billion of notes REA owes to the Treasury into per- 
manent capital for the Revolving Fund. 

First, on the question of subsidy, let me say that while a lot of 
people have been arguing about a lot of specific numbers, I think 
all of us have come to agree that there is not a single consumer of 
electric power in this Nation whose monthly bill is not, to some 
degree, subsidized by the Federal Government. Personally, I think 
that's fine. Electric power has become such a basic necessity of life 
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that there's nothing wrong with Government taking steps to insure 
that all Americans can get what thev need at a reasonable price. 

Whether or not the amount of subsidy being received by each 
type of utilities — investor-owned, municipal, and rural electric — is 
exactly equal is, in my opinion, not really that important. 

Reasonable comparability of rates should be the determining 
factor, and if the rural electrics need a little extra help to achieve 
that goal, I think it's a worthwhile investment of our Government's 
resources to give them that help. This is particularly so in light of 
the tremendous benefits the Nation as a whole receives from the 
improvements rural electrification has made possible in agricul- 
ture — preserving our abundance here at home, while helping main- 
tain our trade balance abroad. 

This point relates directly, of course, to the issue of the $7.9 bil- 
lion conversion provision of the bill which some of those who 
oppose it have termed "forgiveness," or a "bailout." 

Here again, I've never been inclined to argue bookkeeping with 
the bookkeepers. But when you boil everjrthing down, there are two 
facts that remain unchallenged. 

First, that no existing or future REA borrower will be released of 
its responsibility to repay every penny of the money lent to it, in- 
cluding all of the interest agreed to in the terms of the note. 

And, second, that all of the funds used for rural electrification, 
whether they are in the Revolving Fund, the Treasury, or any- 
where else, will always be owned and controlled by the people of 
the United States, through their elected representatives in Con- 
gress. 

Should the time come that the need for REA financing ceases to 
exist and the Revolving Fund is liquidated, all of these funds would 
revert to the Treasury. It's simply a matter of the Fund being al- 
lowed to continue its use of these funds for as long as they are 
needed, instead of having to give them back at the end of an arbi- 
trary 40-year period. 

Some have attacked this aspect of the proposal on the ground 
that it may have the effect of reducing Treasury revenues in 1993 
and beyond. But even if there are some costs involved, rural elec- 
trification always has been — and will continue to be, in my opin- 
ion — among the best investments Government has ever made. 

Mr. Qiairman, again let me say how good it is to be back again 
before this distinguished panel, and how much I appreciate this 
chance to express my support for H.R. 3050. 

Thank you. 

Mr. Jones of Tennessee. Thank you very much, John, for deliver- 
ing Mr. Hamil's very fine statement. We appreciate it more than 
you know. 

Before I present the next witness, I want to recognize a particu- 
lar person who is in the audience this morning. We are delighted 
that he is here. He is a former member of the Agriculture Commit- 
tee, which makes him a former Member of Congress. He is a 
former chairman of this particular subcommittee, a former Secre- 
tary of Agriculture, and, more recently, has been selected by the 
NRECA to become its executive vice president, upon the retire- 
ment of Bob Partridge, our good friend Bob Bergland. 

Bob, would you stand up and just be recognized? 
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Mr. Bergland. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. We are delighted that you are here. 

Mr. Bergland. Thank you, sir. 

Mr. Jones of Tennessee. We are looking forward to seeing more 
of you. We miss you. 

We asked Mr. Albosta earlier, who is a Member of Congress, to 
be here for a statement. When he came, we had already begun 
with a panel. He was kind enough to come back, and he is here 
now. 

Don Albosta, a Member of Congress from the great State of 
Michigan, we will recognize you now for a statement. 

We are delighted that you are here, Don. 

STATEMENT OF HON. DONALD J. ALBOSTA, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MICHIGAN 

Mr. Albosta I certainly apologize, Mr. Chairman, and to the 
members of the committee, for not being here when this committee 
convened this morning, as I was supposed to be. For that, I apolo- 
gize. 

Mr. Jones of Tennessee. No apology is necessary. We under- 
stand. 

Mr. Albosta. I appreciate the opportunity to be before you, Mr. 
Chairman and members of the Subcommittee on Conservation, 
Credit, and Rural Development. 

I thank you for this opportunity to testify before you concerning 
H.R. 3050, the Rural Electrification and Telephone Revolving Fund 
Self-Sufficiency Act of 1983. 

I do not believe that I need to dwell on the sensible proposals in- 
cluded in H.R. 3050; I am sure that you are already well-versed on 
the specifics. Instead, I would like to emphasize the important role 
that rural electric cooperatives play in rural America, which ably 
demonstrates the need for this bill to insure the solvency of the Re- 
volving Fund and the viability of the rural electric cooperatives. 

In Michigan there are 13 distribution cooperatives and 1 genera- 
tion and transmission co-op that serve over 500,000 citizens in rural 
areas covering all or part of 58 counties — about half the State's 
land area. By providing this power where it otherwise might not be 
available, the co-ops have made possible the growth of new busi- 
ness and industry and has allowed American farmers to produce 
more effectively and efficiently than any place else in the world. 

As a farmer myself, I am particularly impressed with the growth 
of agriculture to where it now ranks second only to automobile 
manufacturing in top industries in Michigan. As a rural American, 
I fully appreciate the contribution of co-ops toward jobs, develop- 
ment, and the enhancement of rural life. 

Rural electric co-ops face unique problems that require special 
assistance. Because of the large distances with few customers that 
are covered, these areas are expensive to service and result in 
small revenues. Additionally, there are many low-use seasonal cus- 
tomers of co-ops, particularly in my district where summer cottages 
and hunting cabins abound for vacationers from urban areas. This 
demonstrates the common interest that urban dwellers share in 
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the solvency of the Fund, since they, too, are often at least part- 
time customers of the rural cooperatives. 

The fact that the average investment per customer is much 
higher for rural co-ops than for investor-owned utilities is demon- 
strated in Michigan, where the investment is $1,340 per co-op cus- 
tomer, compared to $825 for investor-owned utilities. Additionally, 
the interest costs are significant for the rural co-ops since portions 
of their loans are made at current interest rates. For quite a while 
now, interest costs have exceeded income. 

Rural electric cooperatives continue to take steps to meet these 
special challenges. They use their money efficiently, keeping costs 
and personnel at a minimum — Michigan co-ops are among the most 
efficient in the Nation. Additionally, they have an outstanding re- 
payment record on their loans. 

With this bill, the rural electric co-ops are not asking that their 
loans be forgiven; they are asking for assistance in meeting their 
goal of maintaining the solvency of the Fund upon which rural 
communities depend. They are to be commended for taking the ini- 
tiative now to strengthen the Fund. 

In closing, I urge your favorable consideration of this bill, which 
is so vital to rural communities. 

I would be glad to answer any questions that any of the members 
might have. 

Mr. Jones of Tennessee. Thank you very much, Don, for a very 
fine statement. We do appreciate it. We are not detaining Members 
of Congress by asking questions. If we have questions to ask, we 
are going to do it by correspondence. 

Mr. Albosta. Fine. 

Mr. Jones of Tennessee. We do appreciate the time and the in- 
terest and the effort that you have made to be here. 

Mr. Albosta. Again, I thank the chairman and the members for 
my opportunity to be here with you this morning. 

Mr. Jones of Tennessee. At this point I would like to ask unani- 
mous consent to a request of a member of the committee, Mr. 
Durbin, to file a statement for him, one that he wanted to give but 
he had to go to another subcommittee. If there is no objection, I 
will ask that his statement become a part of the record, also. 

[The prepared statement of Mr. Durbin appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Now the next panel consists of Mr. 
Charles Gill, the governor of the National Rural Utilities Coopera- 
tive Finance Corp., here in Washington; Mr. Robert Edmiston, the 
executive vice president, Lehman Brothers Kuhn Loeb, New York; 
Mr. Donald E. Smith, chief economist, NRECA; and Mr. Gene L. 
Swackhamer, president of the Farm Credit Banks of Baltimore. 

Gentlemen, we are delighted that all of you are here. 

I don't know who's going to take off first. Tm going to leave that 
to you. You may just do it in any fashion that you please. Make 
yourselves at home and announce which one decides to lead off. 

Mr. Gill, it may be you, I don't know, because your name appears 
first. 
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STATEMENT OF CHARLES B. GILL, GOVERNOR, NATIONAL RURAL 
UTILITIES COOPERATIVE FINANCE CORP. 

Mr. Gill. Thank you, Mr. Chairman and members of the commit- 
tee. I appreciate the opportunity to appear before your committee. 

My name is Charles B. Gill. I am chief executive officer of the 
National Rural Utilities Cooperative Finance Corp., commonly re- 
ferred to as CFC. 

I have submitted a statement to the committee, and I request 
that it be filed for the record. With your permission, Mr. Chair- 
man, I will make a very brief statement, summary statement, on 
the testimony. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become a part of the record, and you may summarize as you 
please. 

Mr. Gill. Thank you. 

As Mr. Vann indicated this morning, CFC was formed in 1969 by 
the rural electric systems in order to assure a source of capital to 
meet the funding needs not provided by REA. 

CFC currently has 928 members. These members have invested 
various forms of equity capital in CFC amounting to over $700 mil- 
lion. CFC currently has loans outstanding, loan commitments, and 
guarantees of member debt in excess of $7 billion. Of this amount, 
over $3.6 billion is loans and guarantees outstanding, under which 
we share a mortgage position with REA. 

The matter of current REA policy regarding the sharing of its 
mortgage through lien accommodation is of significant interest to 
CFC and its members. This matter is addressed through propcHsed 
amendments to the REA Act in H.R. 3050. 

In section 306 of the 1973 REA Act amendments Congress au- 
thorized the Administrator to accommodate the lien on mortgages 
held by REA. In the House committee report on the bill emphasis 
was placed upon the authority the Administrator to accommodate 
and subordinate the mortgages held by REA for the purpose of fa- 
cilitating non-REA lending in the program. Since that time, REA 
has teken what we believe to be a restrictive interpretetion of the 
Administrator's authority under the act. 

Three considerations appear to determine the Administrator's fa- 
vorable consideration of a lien accommodation request. These are: 
First, that there is compensating benefit to the Government; 
second, that there is doUar-for-doUar physical security in place to 
match the financing; and, third, that the accommodation be grant- 
ed only if REA could make a loan for the purpose of the financing. 

CFC believes that these interpretations are not in the best inter- 
est of the rural electric systems or their members, and run counter 
to the intent of Congress regarding the infusion of private capital 
into the program. 

Several specific examples of financing efforts which would have 
provided lower cost to the rural electric systems that could have 
been put in place but were not, due to the absence of lien accom- 
modations, could be cited. Suffice it to say we believe reduced costs 
resulting in more viable systems, with a greater ability to repay 
their debt to the Government, is in the Government's interest and 
should, indeed, be considered a compensating benefit to the Gov- 
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eminent, and should allow for a more aggressive attitude on the 
part of REA in granting lien accommodations. 

As to the second policy position of REA, that of requiring physi- 
cal security to match the amount of financing, mortgages on physi- 
cal plant are not a matter of interest in municipal or public utility 
financing. Rather, revenue flow is the primary measure of lender 
security. 

We believe a similar consideration in regard to rural electric sys- 
tems on the part of REA is necessary if we are to maximize the 
efficiency of these systems. 

As to the last point, if REA must be able to make a loan in order 
to grant a lien accommodation, we believe this is a contradiction to 
the stated position of infusing non-Federal capital into the rural 
electric program. 

One might ask why CFC would desire a mortgage on the physical 
assets of a system if we believe the ability to repay the loan is the 
criteria to be used by the Administrator in granting lien accommo- 
dations. The reason for the CFC position is that the REA mortgage 
as currently written provides for a lien not only on the physical 
facilities, but also on all revenues generated, as well as future ac- 
quired properties and revenues. Since the assurance of repayment 
is tied to revenue flow, it is important that a mortgage position be 
held. 

H.R. 3050 provides for a feasibility finding as the only considera- 
tion of the Administrator in granting a lien accommodation for a 
proposed financing. 

Mr. Chairman and members of the committee, we believe the ob- 
jectives of the REA Act and the interest of the rural consumers 
will best be served with the enactment of the amendments present- 
ed in section 7 of H.R. 3050. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Gill appears at the conclusion of 
the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Gill, for a 
good statement. We appreciate your time, your effort, and your in- 
terest in being here. 

Our next witness is Mr. Robert Edmiston. 

STATEMENT OF ROBERT R. EDMISTON, PRINCIPAL, LEHMAN 
BROTHERS KUHN LOEB, INC., INVESTMENT BANKERS, NEW 
YORK 

Mr. Edmiston. Good morning, Mr. Chairman. 

My name is Robert Edmiston. I am a principal of Lehman Broth- 
ers Kuhn Loeb, New York. We are an investment banking firm. 

I would like to submit a prepared statement, Mr. Chairman, for 
the record, with one minor correction, and then give you some ex- 
cerpts and summary comments from that particular statement, 
with your permission. 

Mr. Jones of Tennessee. Without objection, your entire state- 
ment will become a part of the record, and you may summarize as 
you please. 

Mr. Edmiston. Thank you, sir. 
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I just wish to make one correction at the outset. On the next to 
the last paragraph of page 8, in the next to the last line, I would 
like to add the word "REA" after the word **continuing/' so that 
the statement would read, **Meaningful access to the private capi- 
tal markets will have to be developed over a period of years and in 
the context of a strong continuing REA commitment during a mon- 
itored transition." 

Thank you. 

Mr. Chairman and members of the subcommittee, I appreciate 
this opportunity to discuss various aspects of private market fi- 
nancing for rural electric cooperatives. My firm, Lehman Brothers 
Kuhn Loeb, Inc., has been closely identified with the financing of 
rural electric cooperatives for almost two decades. It has served as 
principal investment banker for National Rural Utilities Coopera- 
tive Finance Corp., CFC, since its founding 14 years ago. My pri- 
mary responsibility for the past 7 years has been the providing of 
various investment banking services to rural electric cooperatives, 
principally through CFC. 

I would like to comment on four aspects of rural electric coopera- 
tive financing. Initially, I will talk about the development of pri- 
vate market financing for rural electric cooperatives. Then I will 
talk about the market acceptance of CFC's obligation. Then I will 
talk about the financial condition of rural electric cooperatives, 
and I will finally discuss the importance of REA financing to 
assure adequate power for rural electric cooperatives. 

Initially, let's talk about the development of private market fi- 
nancing for rural electric cooperatives. The rural electrification 
program is about to enter its sixth decade, having undertaken to 
render a continuing public service essential to the health, safety, 
and livelihood of their rural member consumers. Government sup- 
port has been used intelligently and with integrity to build a sound 
industry of over 1,000 electric utility systems. These utility systems 
have not been satisfied to rely solely on Government financing. Be- 
ginning 15 years ago, they instituted a self-help effort which result- 
ed in the formation of CFC. 

CFC, created in 1969, was an untried and untested financial in- 
stitution that had one overriding objective — to provide its members 
with reliable and cost-effective access to private capital markets. 
Fundamental to the achievement of this objective was the realiza- 
tion that the rural electric systems could obtain capital at a lower 
cost by working together than they could be marketing their cred- 
its individually. 

Prior to the formation of CFC, non-REA financing was relatively 
modest. We had private market financing by Buckeye Power in 
Ohio for a powerplant project prior to the formation of CFC. CFC 
has, since the inception of its loan program in 1973, provided over 
$1.8 billion of long-term loans to REA borrowers, and it has consti- 
tuted by far the major source of private funds to supplement BEA- 
insured loans to distribution cooperatives. 

The major source of financing for power supply cooperatives has 
been through the funding of REA guarantees by the Federal Fi- 
nancing Bank. Significant sources of supplemental funds for power 
supply cooperatives have been the tax-exempt pollution control rev- 
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enue bond market, lease transactions, the banks for cooperatives, 
and commercial banks. 

CFC has provided a total of $3.6 billion in intermediate loans, 
principally to finance frontend expenditures for powerplant con- 
struction, and also $1.2 billion of its tax-exempt pollution control 
revenue bond financing guarantees to power supply borrowers. 

Rural electric cooperatives have steadily enlarged their participa- 
tion in the private capital markets in recent years. Their securities 
are gaining increased market acceptance. However, the percentage 
of long-term debt obtained outside the REA has not changed much 
in recent years, as the REA annually continues to supply about 90 
percent of long-term debt requirements for the rural electric coop- 
eratives. While the percentage has changed very little, there has 
been a tremendous expansion of investment in power supply facili- 
ties by the cooperatives in all regions of the country to keep up 
vsrith demand. 

From 1973, when the REA Act was amended to authorize loan 
guarantees, through 1982, REA had guaranteed about $30 billion 
for power supply financing requirements. Thus, while the increase 
in private market financing for cooperatives has been significant, 
its share of total long-term financing has been fairly constant in 
recent years because of the rapid growth of capital required. 

The following comments relate to market acceptance of CFC: 

We have witnessed a steady improvement in the quality of CFC, 
its credit rating, and investor acceptance of its obligations. Its ini- 
tial entry into the capital markets was in 1973, when it raised sup- 
plemental funds for distribution cooperatives by offering $50 mil- 
lion of its collateral trust funds. 

At the outset, because it was a new and unique concept, untried 
in the market, its collateral trust funds were given an * A'' rating. 
Although this is an investment grade rating and the level of most 
of the investor-owned utilities at that time, CFC aspired to better. 
In 1975, one agency upgraded CFC to "AA,*' and in 1979, it became 
"AA'' by both of the major credit ratings. I should point out to you 
that the four major investment grade credit ratings that investors 
rely on are "AAA," "AA," "A," and "BBB." 

CFC's credit rests on the quality of its member borrowers and 
the risks associated with any financial intermediary. The recent 
decline in distribution cooperatives and CFC's interest coverage 
ratio has produced some pressure on the relative valuation of its 
debt by the market. Although these trends appear to have been ar- 
rested, a resumption of these trends would impair CFC's ability to 
provide capital to its member at favorable rates. 

CFC has also been active in two other markets: The tax-exempt 
market and the taxable commercial paper market. CFC guaranteed 
tax-exempt obligations to finance pollution control revenue bonds 
for rural electric cooperatives are presently rated **A1" by Moody's 
Investors Service and "AA— *' by Standard & Poor's Corp., having 
recently been upgraded from "A2'' and '*A-h,'' respectively. 

The credit ratings and market acceptance attained by CFC signi- 
fy many things. It shows that CFC was soundly conceived by its 
founders and that its organization and purpose has stood the test of 
time. It has demonstrated that it is being prudently and responsi- 
bly operated and managed. Finally, it shows confidence in the sus- 
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tained quality of CFC's member borrowers and the excellence 
credit record of rural electric cooperatives since their inception. 

In the final analysis, the fundamental credit and acceptance by 
the marketplace depends upon the quality of its loan portfolio. 

Next I will comment on the financial condition of rural electric 
cooperative systems. In the past 10 years the operating environ- 
ment for the entire electric utility industry has undergone dramat- 
ic change. Prior to this period, the industry was relatively stable, 
with the growth and demand for electricity highly predictable. All 
of that changed with inflation and enormous increase in fuel costs 
that took place in the 1970's. This, in turn, increased capital costs 
for new generating plants. We discovered the surprising price elas- 
ticity of electrical energy demand and cut back on consumption. 
Consumers pressured management and regulators to minimize rate 
increases and, consequently, the financial position of all utilities 
eroded. 

The events of recent years create a more than normal uncertain- 
ty to the outlook. Not only have the business risks increased, but 
so, too, have the financial risks. Utilities have less to offer inves- 
tors in an increasingly competitive, volatile, and changing capital 
market. 

Recent efforts to improve the financial position of rural electric 
distribution cooperatives have met with some success. However, 
current interest and debt service coverage ratios of the distribution 
cooperatives are barely adequate to assure the availability of sup- 
plemental capital at reasonable cost. 

Two significant measures of financial strength, the interest cov- 
erage ratios and the ratio of equity to assets, have an important 
impact on the ability of cooperatives to attract capital and the cost 
of that capital. Both of these ratios have deteriorated in recent 
years. 

Other important factors bearing on the cost and availability of 
private market capital for rural electric cooperatives are: 

One, the magnitude of REA capital availability and the supervi- 
sory role deriving from conditions of the REA mortgage; 

Two, prospective capital requirements and constructions pro- 
grams; 

Three, regulatory and legislative environments; 

Four, underlying economic base of the service areas; and 

Finally, the strength of the power supply contract between the 
power supply cooperative and its distribution members. 

The credit quality of the entire utility industry has declined in 
recent years and, on balance, the rural electric component, due to 
its special characteristics, is judged from a credit perspective to be 
weaker than the credit of the investor-owned utility industry. As 
supplemental financing increases, the financial standards of rural 
electric cooperatives may require modest improvement to assure 
access to capital on reasonable terms. 

Finally, I would like to very briefly discuss the import€Uice of 
REA financing to assure adequate power for rural electric coopera- 
tives. 

Basic to the assurance of a reliable supply of power is the avail- 
ability of capital to finance needed plant additions. The securities 
market in recent years has become highly volatile with competition 
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for funds, especially long-term funds, intensifying. Rapid and unex- 
pected changes in interest rates, and changes in investor objectives, 
have been revolutionizing our securities markets. 

For power supply borrowers, access to the REA guarantees with 
funding through the Federal Financing Bank has provided favora- 
ble borrowing costs. However, the greatest benefit which REA has 
consistently provided to rural electric systems is guaranteed avail- 
ability of long term capital. 

Given the nature and magnitude of power supply requirements, 
$30 billion of guarantees since 1973, we believe that without the 
REA guarantee program this volume of funds could not have been 
raised from the private market in the amounts and maturities re- 
quired. 

Our firm recently completed a study, "Report to the Committee 
on Objectives and Planning of National Rural Utilities Cooperative 
Finance Corporation," which analyzed the expected capital needs 
of rural electric cooperatives and their abilitv to meet these re- 
quirements in the private capital market under various levels of 
Government support. A summary of the conclusions of this report 
is appended. 

The report examined the expected capital needs of power supply 
cooperatives over the next few years against assumed future levels 
of REA support. We concluded that if REA guarantee availability 
is not sufficient, that the private market could accommodate a por- 
tion, but not all, of the anticipated capital needs. Meaningful access 
to the private capital markets will have to be developed over a 
period of years and in the context of a strong, continuing REA 
commitment during a monitored transition. 

It is important to note that if the development of supplemental 
financing for power supply cooperatives proceeds in an orderly 
manner, private market capital can be attracted without a substan- 
tial and costly enhancement of rural electric financial standards. 
As noted in the appendix, the means exist for power supply sys- 
tems to use a collective financing vehicle, similar to CFC, to 
achieve the greatest efficiency of access to the capital markets at 
the lowest cost through the pooling of individual power supply 
credits. 

As rural electric cooperatives continue their efforts to enlarge 
their participation in the private markets, it is essential to offer in- 
vestors adequate security for their loans. The Government must be 
willing to equitably share its all-encompassing security interest 
with private lenders. The proposed amendment to section 306 of 
the Rural Electrification Act, particularly with respect to the ac- 
commodation of liens of non-REA lenders, will facilitate and fur- 
ther the development of non-REA credit for rural electric coopera- 
tives. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Edmiston appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Edmiston. 
We appreciate very much the fact that you are here. 

Our next witness is Mr. Donald E. Smith, chief economist for the 
NRECA. 

Mr. Smith. 
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STATEMENT OF DONALD E. SMITH, CHIEF ECONOMIST, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 

Mr. Smith. Thank you, Mr. Chairman. 

My name is Donald E. Smith. I am chief economist with NRECA. 

I would like to request that my statement be submitted for the 
record in full, and I will summarize very briefly in the interest of 
time. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become a part of the record, and you may summarize. 

Mr. Smith. Thank you, sir. 

From the comments made by the committee members yesterday, 
I think that they are all aware of the levels and t5rpes of Federal 
assistance provided to each of the electric utility sectors. The mu- 
nicipal publicly owned electric utilities are eligible to raise capital 
for all of their financing needs from tax-exempt financing, the in- 
terest on which is not taxed for Federal income tax purposes. This 
results in a revenue loss to the U.S. Treasury estimated at $331 
million per year, or about $40 per consumer of the publicly owned 
systems. 

The investor-owned utilities have tax benefits through the accel- 
erated depreciation and the investment tax credits, totaling about 
$3.6 billion a year. This is a substantial amount of Federal assist- 
ance that is provided, we think appropriately, to the investor- 
owned utilities. 

I would like to mention that Administrator Hunter yesterday re- 
ferred to a study conducted by Dr. Donald Keifer, a utility tax spe- 
cialist with the Congressional Research Service. Dr. Keifer's entire 
study, which I have here, indicated that his results clearly imply 
that a taxable utility may be receiving larger subsidies through the 
investment credit and accelerated depreciation than are available 
through tax exemption and loan subsidies to a rural electric coop- 
erative. He did conclude, however, that overall who receives the 
larger subsidy depends on the discount rate used in the present 
value analysis. 

Dr. Keifer's study is not conclusive, but he is fully aware of the 
very large and increasing amounts of Federal assistance that are 
provided to the investor-owned utilities. 

I would like to submit as an exhibit the results of an analysis 
that we requested of Dr. Lawrence Klein of the University of Penn- 
sylvania, a Nobel Laureate economist, who reviewed our material 
without compensation and concluded that our report is sensible, 
well-balanced, and well-reasoned. I would like to include this as an 
exhibit, if I may, in its entirety. 

Mr. Jones of Tennessee. Without objection. 

[The material follows:] 
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UNI VERSITY of PENNS YL VAN I A 



PHILADELPHIA 19104 



Lawrence R. Klein Department of Economics 

Benjamin Franklin Professor of Economics 3718 LOCUST Walk CR 



TO: Donald E. Smith y 

FROM: Lawrence R. Klein /; ^jglxz-w-^ /r^ ^^^^ 

DATE: April 8, 1982 

SUBJECT: Review of materials on federal assistance to electric utilities 

Thank you for sending me the materials on "Comparing Capital Costs..." 
T have read this document and have a few specific comments to offer about 
a few issues but, overall, I think that you have made a correct and revealing 
analysis. 

It is well known, all over the world, that central governments subsidize 
or support home industries. One of the most common forms of subsidy in this 
connection, is through the granting of financial concessions on business borrowing. 

As you argue in your document, publicly owned electric utilities, rural 
electric cooperatives, and investor owned electric utilities all enjoy some form 
of subsidy. The table presented on Industry Comparative Data tells an interesting 
and plausible story. I cannot say whether the precise numbers used are wholly 
correct, especially on effective capital cost. While I do not have the information 
readily available to check your quantitative magnitudes, I can ssure you that 
each of the arguments is qualitatively correct. They point in the right direction. 

The magnitudes that you have presented appear to me to be direct, first- 
round effect. The lower interest rates charged effectively to electric utilities 
have secondary effects. 

They might contribute to "crowding out" of other borrowers when times are 
brisk. They have the effect of raising costs to other borrowers and also enlarging 
the public deficit. These changes affect capital formation at large and are 
felt throughout the economy, affecting recovery, and growth. 

The standard REA rate that you cite on page three (at 5%) must surely be 
subsidized too. The Carter Administration proposed, as you note on page five 
the making of investment tax credits refundable. To some extent the same conces- 
sions may be realized through the Reagan Admins it ration's policy of allowing 
transfer of credits from unprofitable companies, who cannot use them, to profitable 
companies. This affects all industry and is not specific tio electric utility 
financing. The sale of credits is not working out exactly as it is thorught 
that refunding would work. The revenue loss from present provisions concexming 
transfer of unused credits away from companies who are not making profits, or 
at best only small profits, is proving to be very large and Congress may restrict 
their use in this particular mode. 

The report is sensible, well balanced, well reasoned. Without having 
cher.ked the individual numbers presented, I can say that I believe that you are 
making sound arguments. 
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Mr. Smith. One additional tax benefit provided to investor-owned 
utilities in 1981 by ERTA was dividend reinvestment, whereby 
stockholders may take up to $1,500 per couple in new stock annual- 
ly in lieu of cash dividends, and thereby pay no taxes. This benefit 
is providing the lOU's with common stock capital at an annual 
rate of $2.6 billion, representing about 50 percent of their stock re- 
quirements. The cost to the Treasury of this new benefit provided 
to gas and electric utilities exclusively, has been estimated by the 
U.S. Treasury to be $416 million during the current fiscal year. 
This tax expenditure of the dividend reinvestment benefit is in ad- 
dition to that of the investment tax credit and accelerated depreci- 
ation, so that the total Federal assistance to investor-owned utili- 
ties exceeds $4 billion annually. 

Again, according to Dr. Keifer, the investor-owned utilities will 
be having a greatly increasing annual benefit, according to his 
numbers, increasing this year by $925 million, to the point that the 
investor-owned utilities will be retaining the entire amount collect- 
ed from their ratepayers for the purposes of Federal taxation. 

It is important to point out to members of the committee that 
this administration has proposed and supported legislation greatly 
expanding the tax assistance provided to the investor-owned utili- 
ties. They have done so in response to the serious difficulties which 
have beset the utilities in recent years. 

We have great difficulty, however, in understanding the in- 
creased assistance to lOU's, on the one hand, and the administra- 
tion's persistent efforts to reduce drastically the minimal assist- 
ance provided to the rural electric systems, on the other. Its recog- 
nition of the financial dilemma of the lOU's serving the densely 
settled urban areas and total disregard of the greater need of the 
utilities serving the most sparsely settled, three-fourths of the Na- 
tion's land areas is particularly baffling. 

In conclusion, we believe that it is of critical importance for the 
Congress and public to realize that the three electric utility sectors 
each receive and require Federal assistance. This administration 
recommended, and the Congress approved, legislation greatly ex- 
panding the Federal assistance to the investor-owned utilities. TTie 
Federal assistance to the lOU's and publicly owned utilities far ex- 
ceeds that to the cooperatively owned utilities, as is indicated in 
table 1 of my statement, despite the co-ops' relatively adverse oper- 
ating and financial characteristics, which I have listed on table 2 of 
the statement, which we think is very important for comparative 
purposes. 

Passage of the proposed legislation will help redress this inequity 
in Federal assistance by preserving a viable REA financing pro- 
gram to insure the availability of reliable and affordable electric 
service throughout rural America. 

Thank you very much. 

[The prepared statement of Mr. Smith appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Smith, for a 
very fine summary, and we do appreciate your time and interest in 
being here. 

Our final witness today is Mr. Gene Swackhamer, president of 
the Farm Credit Banks of Baltimore. 
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It is good to see you again, Mr. Swackhamer. We appreciate your 
being here and the interest that you have in NRECA. 

STATEMENT OF GENE L. SWACKHAMER, PRESIDENT, FARM 
CREDIT BANKS OF BALTIMORE 

Mr. Swackhamer. Fine. Thank you, Mr. Chairman. 

I am Gene Swackhamer, president of the Farm Credit Banks of 
Baltimore. 

With your permission, I would like to submit the entirety of my 
prepared text for the official record and then summarize by para- 
phrasing from some sections of it. 

Mr. Jones of Tennessee. Without objection, the entire statement 
will become a part of the record. You may summarize as you 
please. 

Mr. Swackhamer. Thank you. 

The Farm Credit Banks of Baltimore are collectively the Land 
Bank, the Bank for Cooperatives, and the Intermediate Credit 
Bank. 

I am here today on behalf of the 13 Banks for Cooperatives to 
offier testimony in support of H.R. 3050. I am particularly interest- 
ed in bringing to your attention the involvement and commitment 
of the Banks for Cooperatives in rural electric lending. 

The rural electric program and the Banks for Cooperatives were 
both organized at about the same time. The BC system first became 
involved in rural electric lending in a very minor way in the 
1940's, but it was not until after passage of the 1971 Farm Credit 
Act that the BC system became to gain experience and develop sig- 
nificant lending relationships with rural utility cooperatives. This 
occurred primarily because the REA began to require rural electric 
cooperatives to find part of their financing elsewhere, and also be- 
cause of the commitment of the Banks for Cooperatives to rural or- 
ganizations. 

Additionally, with lower farmer ownership eligibility require- 
ments, many Banks for Cooperatives saw rural electric cooperative 
lending as a way to diversify their loan portfolios for risk manage- 
ment purposes. 

Today the rural utilities market is well served by two supple- 
mental lenders: the National Rural Utilities Cooperative Finance 
Corp. and the Banks for Cooperatives. From the beginning, the 
BC's have tried to develop both large borrower G&T market as well 
as the smaller distribution cooperative market. 

I think the BC's have much to offer to rural utilities — a large 
funding capacity, generally favorable interest rates, and a service- 
oriented cooperative philosophy. Many EC's have also made long- 
term organizational commitments to serve rural utilities. 

In the more than 10 years that have transpired since passage of 
the 1971 act, rural utility cooperatives have become an integral 
part of the BC's agribusiness cooperative membership. Today 9 of 
the 12 district Banks for Cooperatives have loans and/or commit- 
ments to nearly 200 rural utility cooperatives, totaling in excess of 
$2 billion. While this represents only a small portion of the farm 
credit system's loan volume, and only a small number of its cooper- 
ative borrowers, I believe it is evident that our banks have made a 
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commitment to rural utility lending and are making every effort to 
provide funds and services that will meet the future needs of bor- 
rowers. 

While the Banks for Cooperatives work with telephone, distribu- 
tion, G&T, the lion's share of our rural utility loans is made to gen- 
erating and transmission organizations. We recognize that power 
usage has declined substantially in recent vears, and probably wUl 
not increase appreciably in the foreseeable future. However, our 
commitment is for the long term, and we do expect the business to 
remain sound well into future decades. 

G&T's are very capital-intensive projects. Our involvement in 
this area has been primarily as the role of a supplemental lender. 
For instance, we do financing, bridge financing, and some projects 
in participation with other sources of credit. 

However, there are several factors which limit the role of the 
EC's in financing rural utilities, one of which will be addressed sig- 
nificantly in your successful passage of H.R. 3050. 

I would like to comment on three of these— eligibility, lending 
limits, and credit worthiness. The EC's are required by law to pro- 
vide loan funds only to eligible cooperatives. Current law provides 
that for a cooperative to be eligible for a EC loan the number of 
farmer members must be at least 60 percent or higher, if so decid- 
ed by any bank board of directors. We believe this requirement ef- 
fectively eliminates a substantial number of rural utilities from EC 
borrowing. 

A second factor affecting the extent to which the EC's can 
become involved in rural utility lending is our own lending limits. 
The lending limit for any term loan for a single credit risk is 25 
percent of our system net worth or 50 percent if the loan carries a 
full-faith Government guarantee. Considering that the present net 
worth of the EC system is approximately $1.2 billion, our maxi- 
mum line of credit to a single guaranteed borrower would be $600 
million. While this is large in itself as a single credit risk, it is not 
sufficient to carry the entire needs of most of the G&T coopera- 
tives. 

A third factor affecting the EC's ability to lend to rural utilities 
is the question of credit worthiness of borrowers. Many of our G&T 
systems are fairly young systems and have fairly low equities, 
about 1 to 5 percent of equity against total assets. From our per- 
spective, these low ratios indicate a continuing need for Govern- 
ment guarantees which most of our term loans carry. 

The point I am making, Mr. Chairman, is that we want you to 
know, and we want REA and the rural utilities to know, that 
within the limits just outlined, the Eanks for Cooperatives are a 
very willing participant in the financing of rural utilities. We will 
continue to work with rural utility systems to this end. 

I would like now to just comment briefly on some specific need 
for H.R. 3050. When the REA program was created nearly 50 years 
ago, rural electric cooperatives were established to operate in areas 
where the utilities could not or would not serve. In many instances 
such is still the case today. In large measure, rural utility coopera- 
tives serve thinlv populated territories. These rural utility systems 
financed by REA operate approximately 50 percent of all distribu- 
tion line in the United States but only serve 10 percent of the Na- 
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tion's consumers. The average rural utility cooperative's invest- 
ment per consumer is 162 percent of the average power company's 
investment. 

These factors and others combined with higher utility construc- 
tion and operating costs have contributed to the difficult financial 
and economic conditions in which electric cooperatives now oper- 
ate. 

H.R. 3050 is designed to preserve and maintain the REA loan 
and loan guarantee program, so vital to the continued financing of 
rural utility cooperatives. We in the bank cooperatives system are 
supportive of these provisions. 

As I indicated earlier, both the farm credit system and our rural 
utility cooperatives are being forced to do business in an increas- 
ingly complex and quickly changing environment. The amend- 
ments to the REA Act contained in H.R. 3050 provide the means 
for the BC system to continue to develop its role as a provider of 
supplemental credit to rural utility cooperatives. 

Additionally, this legislation preserves mutually beneficial rela- 
tionships that have developed over the years between the Rural 
Electrification Administration, rural utility cooperatives, and the 
Bank for Cooperatives system. 

By the end of 1982, system loans outstanding to rural utilities 
amounted to $1.3 billion. This loan volume has been consistent in 
its growth, and the REA guarantee program has provided the 
system its primary entry into REC financing. 

The lending programs developed by the BC system were devel- 
oped to complement the dominant lending roles provided by REA 
and the Federal Financing Bank. There are some who argue, and I 
believe rightfully so, that were it not for the continued involve- 
ment of the Rural Electrification Administration in the rural utili- 
ties lending program, the Banks for Cooperatives' lending for rural 
utilities would be greatly diminished. I am pleased, therefore, to 
note that H.R. 3050 both recognizes and preserves the role of REA 
in rural utilities cooperatives financing. 

While we in the BC system are generally supportive of the provi- 
sions of H.R. 3050, we would like to take special note of that provi- 
sion relating to lien subordination and accommodation. We are 
pleased that H.R. 3050 clarifies the authority for REA to subordi- 
nate its first lien on the property and revenue of its borrowers. For 
years, REA was the exclusive lender to rural utility cooperatives, 
and its standard mortgage contracts naturally included a first lien 
on assets of its borrowers. However, as newer supplemental sources 
of financing were being developed, a perhaps inevitable conflict has 
developed between the Government's desire to reduce rural electric 
borrowers' reliance on REA and its continued reluctance to dimin- 
ish its security interests in the assets of its borrowers. We believe 
that the clarification of the authority for REA to either subordi- 
nate or accommodate the security interest of supplemental lenders 
such as ourselves would more than likely encourage an increased 
flow of investment capital. 

Mr. Chairman, I am pleased to have had this opportunity to offer 
this testimony on behalf of the Banks for Cooperatives and would 
be available for your questions. 

Thank you. 
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[The prepared statement of Mr. Swackhamer appears at the con- 
clusion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Swack- 
hamer, for a very fine statement. We do appreciate your presence 
here and your interest in being here today. 

Now that concludes the witnesses, unless there is someone else 
in the audience who has a statement they would like to make. 

At this point I would like to ask if there is someone who has 
been overlooked or if there is someone in the audience who would 
like to make a statement. 

If not, will all of the witnesses who have been heard this morn- 
ing please return to the witness table? You are going to be a little 
crowded, but we can shift the microphones to you. We will do all 
the questioning at one time. 

I would like to ask all the members of the subcommittee, if they 
possibly can, to remain because there is a decision that must be 
made upon the completion of the questioning this morning as to 
what we do about a markup. 

Mr. Partridge, Mr. Lewis, Mr. Vann, Mr. Davenport, Mr. Clapp, 
Mr. Feragen, Mr. Gill, Mr. Edmiston, Mr. Smith, and Mr. SwacK- 
hamer — I don't think I have overlooked anyone. If I have, I apolo- 
gize, and you can come up anyway. 

Again, I do want to say to each of you that we appreciate more 
than you know the very fine statements that you have given us 
today, the very good information that is obtained in these copies of 
the testimony that you are leaving with us, and we will give them 
our very best as we try to mark up a bill. 

Now I yield to Mr. English 5 minutes for questioning. 

Mr. English. Thank you very much, Mr. Chairman. I will try to 
be brief. 

Mr. Partridge, I made a point yesterday that it appeared to me 
in discussions that we had with regard to the transfer — that that is 
what we are doing; there is a paper transfer here within this legis- 
lation allowing the REA to continue to use the $7.5 million we 
have had in the past and which still belongs to Uncle Sam. It be- 
longs to the U.S. Government. It does not matter. You are simply 
transferring it from one pocket to the other. That is what we have 
done in the past. With this legislation, the REA, in 1993, is to b^[in 
paying back that money over a 24-year period, and we are simply 
saying, ''Well, go ahead and keep using it,'' as opposed to paying it 
back. I believe that would break out somewhere in the neighbor- 
hood of a little less than $400 million a year that is scheduled to be 
paid out over that 24 years. 

Is this a correct interpretation of the reality of what we are look- 
ing at here— just a question of what pocket Uncle Sam is going to 
have the money in, whether it is going to be in the REA pocket or 
the Treasury pocket? 

Mr. Partridge. You are exactly correct, Mr. English. The Re- 
volving Fund is the property of the U.S. Grovemment and would 
remain the property of the U.S. Government under the terms and 
provisions of this bill. 

As you also correctly stated, with respject to the retention of the 
capital — the capitalization of the Revolving Fund — it would simply 
retain, rather than have paid out the assets of the Fund as the 
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notes held by Treasury on REA become due beginning in 1993. This 
bill would allow retention and capitalization of these assets in the 
revolving fund. Moreover, it would still remain the property of the 
Government. 

Mr. Engush. I must say, I am really at a loss. I tried to make a 
point yesterday with the Administrator, Mr. Hunter, concerning 
the use of the terms "giveaways" and "forgiveness." I really do not 
understand how this could be characterized as such, even with the 
wildest stretch of a person's imagination— if it belongs to the U.S. 
Government, no matter which Government agency it is with, it 
still belongs to the U.S. Grovernment. That does not change. 

Mr. Hunter has admitted that the money being loaned to the 
REC's must be paid back. The same thing is true with rural tele- 
phones. There is no forgiveness. There is no giveaway. 

Can you understand how in the world the Administrator could 
characterize the provisions of this legislation in that manner? 

Mr. Partridge. I really cannot. Congressman English. I would 
add that the term "bailout" has sometimes also been used. None of 
these terms apply to this legislation, nor to the rural electrification 
program as it would continue after the enactment of this legisla- 
tion. 

There is, indeed, no forgiveness of the indebtedness by the bor- 
rowers, and there is no change at all in their obligations toward 
repayment of principal or interest, for either electric or telephone. 
It will be repaid within the time agreed upon under the contract. 

I cannot rationalize the use of terms such as "forgiveness," "bail- 
out," "windfall," or any other such terminology with respect to 
what this bill provides. 

Mr. Engush. There have been several members of this commit- 
tee who have been quite concerned and have tried to deal with the 
problem of the deficits the Federal Government is facing. I think 
we are very sensitive to any t3rpes of issues that might have an 
impact on that deficit. 

I feel a certain degree of concern that in 1993 we may have this 
problem of not transferring from one bookkeeping department in 
the Federal Government to another bookkeeping department in the 
Federal Government, from the REA in the Department of Agricul- 
ture over to the Department of the Treasury. But, even stretching 
that to the point saying, "Well, the Treasury is not receiving it. It 
does not matter if another branch of the Grovernment has the 
money. The Treasury does not have it, and the Treasury has to 
mark that up," that is still less than what we forgave the Govern- 
ment of Egypt last year and the year before in loans. 

Is that your understanding? 

Mr. Partridge. Yes, and there is. Congressman, no parallel 
whatsoever between the operation of the Rural Electric and Tele- 
phone Revolving Fund, on the one hand, and the actual forgiveness 
of some loans which have been made under the foreign assistance 
programs. The latter are, indeed, forgiven. No such thing occurs in 
the case of the REA program. 

Further, as Congressman Stenholm noted yesterday, this legisla- 
tion does not require any additional or new Federal outlays, none 
whatsoever. It does not change the input requirements of the Fed- 
ersd Government at all, as Congressman Stenholm noted. 
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Mr. Engush. It seems strange to me, Mr. Chairman, that we 
would have this emphasis on forgiveness in this case — that is, 
making it appear that one branch of the Federal Government is 
forgiving another branch of the Federal Government— but there is 
no such emphasis placed on the true and genuine forgiveness of 
loans to a foreign government. I was hopeful we had put that to 
rest, and I have got to say that I was very disturbed to hear that 
kind of characterization by the Administrator, particularly in light 
of the ratios of individual-owned cooperatives and public utilities 
and the benefits that are provided to them as well as the REA. 

I simply wanted to underscore that, Mr. Partridge. As I said, I 
am not sure it disturbed anyone else, but it did disturb me. I was 
disappointed to hear that testimony. 

Mr. Partridge. Congressman English, if I may, I think it has, 
indeed, misled a lot of people. I think that much of the inaccuracy 
in the print media with respect to this proposal traces to these very 
allegations, which simply are unsupportable. They cannot be sub- 
stantiated by any stretch of the imagination, as we see it. 

Mr. Jones of Tennessee. The time of the gentleman has expired. 
Thank you, Mr. English. 

The gentleman from Missouri, Mr. Coleman, is recognized for 5 
minutes. 

Mr. Coleman. Pursuing that line of questioning, I would like to 
ask Mr. Edmiston, who is an investment banker from Wall Street, 
this question: 

You have just heard this conversation with Mr. Partridge and 
Mr. English. Do you totally agree with that conclusion? 

Mr. Edmiston. I am not totally familiar with the relationship be- 
tween the CBO's and the loan program to offer you an enlightened 
comment on that. 

Mr. Coleman. You do not know the relationship between the 
$7.9 billion that we are being asked to transfer or I want to say 
forgive, but I am not sure what exactly we are doing with it. It is 
to turn it from a debenture to a stock situation, capitalize it — I 
guess that is the nicest way to say it. You are not familiar with 
that? 

Mr. Edmiston. Congressman Coleman, I would be happy to com- 
ment on that if I felt that I were knowledgeable with respect to 
those particular relationships, but I have not personally studied 
them in a sufficient degree to offer you a judgment on them from 
my perspective. 

Mr. Coleman. You do not have any dealings in your professional 
relationship with your investment firm in this area? 

Mr. Edmiston. Well, I think the question that you are asking me, 
sir, relates to the relationship of the REA Revolving Fund and the 
borrowing through the Treasury by issuing certificates of beneficial 
ownership, and how that relationship is going to change under this 
proposed legislation. I just repeat that I am not familiar personally 
with those relationships in a manner that can give you a judgment. 
Sorry. 

Mr. Coleman. I suppose I am asking for assistance. You are an 
expert witness. 

Are we going to increase the size of the deficit or are we not 
under this bill? 
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Mr. Edmiston. I have not studied whether it will or will not in- 
crease the size of the deficit. I understand from hearing others 
speak that it will not increase the size of the Federal deficit. 

Mr. Coleman. Therefore, Wall Street would not react to this as 
an acceleration of higher interest rates, as a result of any action 
we might take on this bill? 

Mr. Edmiston. I would say that that is probably correct. 

[Additional letter follows:] 
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October 12, 1983 

Honorable E. Thomas Coleman 

2344 Rayburn House Office Building 

Washington, D.C. 20515 

Dear Mr. Congressman: 

I have been informed that I misunderstood the thrust of 
the question you directed to me regarding the provision of 
H.R. 3050 which proposes to convert the notes that the REA 
Administrator has given to the Treasury in the 2unount of $7.9 
billion into equity capital of the Revolving Fund. It is my 
understanding that these notes represent the borrowing by the 
REA Administrator from the Treasury to provide funds for loans 
made by him during the period 1953 until the Rural Electric 
and Telephone Revolving Fund was established under the 1973 
amendments to the Rural Electrification act. 

As I recall, your question related to the intact that this 
action would have on the national debt and on the view the in- 
vestment community might take if this provision were enacted 
into law. I sua informed that should no change whatsoever be 
made in this provision, beginning in the year 1993 the re- 
volving fund will be called upon to repay to the Treasury 
the note signed by the REA Administrator in 1953 in the amount 
of $81,412,299. In each calendar year, the revolving fund 
would be required to repay the amount represented by the note 
then due. This procedure would continue until the full anpunt 
of these notes has been paid off. (See attached schedule of 
notes . ) 

The investment community is indeed concerned about the 
deficit. Particularly, the anticipated deficits approximating 
$200 billion annually in 1984-1986. As the economy recovers 
the extraordinarily large financing requirements of the govern- 
ment will limit the availability of credit t6 business and con- 
sumers. This will lead to a more modest recovery than otherwise 
would occur as both the absolute and real level of interest 
are likely to remain high. 
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Since the national debt at September 30, 1983 totaled 
$1,377 trillion and by the year 1993 could be significantly 
higher, it is quite unlikely that the return of the amounts 
listed in the note schedule for each year beginning in 1993 
would, in each of the subsequent years, have any significant 
intact on the then outstanding debt of the U.S. Government. 

Ttie purpose of this provision of H.R. 3050 is to make 
these notes permanent equity of the revolving fund. The 
fund is an asset of the U.S. Government and the action pro- 
posed by the legislation would make no change in this status. 
This asset at some time in the future could be liquidated. 
This could occur in the event that Congress decides to di- 
minish or discontinue authorizing Federal Government fi- 
nancing for the Rural Electric and Telephone programs. In 
that event repayment of outstanding loans would liquidate 
the revolving fund and the proceeds could be applied to 
reducing the national debt. 

In this instance, it is clear that unless corrective 
action is taken in the near future, the Rural Electric and 
Telephone Revolving Fund will face financial difficulty 
within the next few years. The investment comnunity 
through National Rural Utilities Cooperative Finemce Cor- 
poration and the supplemental financing program has a sub- 
stantial investment in the rural electric progrsua. Any 
action, such as that proposed in H.R. 3050, assuring the 
long-term financial integrity of these enterprises would be 
consistent with and reinforce the effort to attract private 
market capital into the program. 



Sincerely 



Att. 

bcc; Mr. Ira Shesser 




Robert R. Edmiston 
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Mr. Coleman. Yesterday we had the Administrator here, who 
stated on the record that for every 1-percent increase in the inter- 
est rate in the Revolving Fund there is passed on to consumers a 
one-half cent per day increase in their electric bills. Can any of you 
refute that as an average figure? 

Mr. Partridge. Congressman Coleman, I will attempt to deal 
with that. However, before I get to it, if I may, I would like for 
your question to be addressed to Mr. Guy Lewis, who manages a 
very substantial rural electric cooperative, the Rappahannock Elec- 
tric Cooperative, headquartered at Bowling Green, Va. He knows 
precisely what the impact would be because he has measured it. 
Would that be agreeable to you? I will be happy to provide you 
with some national figures after Mr. Lewis* response. 

Mr. Coleman. As long as I have time for him to answer. 

Mr. Lewis. Mr. Congressman, in our calculations this morning, 
in my particular system if we were paying 9 percent instead of 5 
percent I believe 9 percent was the suggested figure in the Admin- 
istrator's testimony— an additional 4 percent on the loans since 
1973, not going back and including the 2 percent loans, it would 
cost our particular system an additional $1,150,000 per year, which 
works out to approximately 8 cents per day, for a 4-percent in- 
crease. 

Mr. Coleman. I think it would be 2 cents per day for what the 
Administrator said. 

Mr. Lewis. That is right. 

Mr. Coleman. Yours would be 8 cents per day. 

Mr. Lewis. He used an average. He addressed it as an average 
consumer. I do not know what an average consumer is, but this is 
the way it works out per consumer with my 41,000 or so consum- 
ers. 

Mr. Coleman. OK. Well, I guess what I am asking is for the asso- 
ciation to respond because we have people such as you who are 8 
cents per day, and yesterday we heard from a telephone company 
which indicated a $3-per-month difference, and so forth. 

I think it is an important point because the people who are going 
to attack this piece of legislation are going to do so on the basis 
that we are talking about $7.30 a year on a consumer's bill. I would 
like to have a response from the association. I understand it is an 
average and I understand some will be very high and perhaps some 
will be very low, but I need that information. 

Mr. Partridge. Yes, and I will be glad to respond on that. 

With respect to the average size loan last year, which was about 
$2.5 million during fiscal year 1983, if you assume a 9-percent in- 
terest rate rather than the 5 percent, and take into account the 
times interest earned ratio which must be complied with, it would 
result on the average for each consumer, in an increase of a little 
over $19, $19.31, for that 1 year alone and for interest alone. That 
is in 1983. That does not sound like very much, but that is 1 year. 
When you compound this year by year, in each succeeding year it 
gets to be a tremendous burden. 

As witnesses pointed out this morning, and particularly in the 
case of generation and transmission systems as former Administra- 
tor Feragen pointed out, in their case the average consumer's bill 
at present, at the interest rates which currently exist include a 30- 
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percent component consisting of interest expense. Thirty percent of 
the consumers' bills served by their generation and transmission 
systems through their distribution cost is interest expense. That, of 
course, is the result of years of borrowing at rates much lower than 
the Administration is proposing be applied. 

I am not really sure what interest rate they would insist be ap- 
plied. It was not made clear. 

Mr. Ck)LEMAN. If my colleagues would permit me one more ques- 
tion, to follow up on this, under this bill we are actually talking 
about an increase from 5 to something else, too. Could you give me 
the figures as to what the increase would be to the consumers 
under this proposal? 

Mr. Partridge. I really am not prepared on that. I certainly 
could calculate it. We would be glad to calculate it. 

The problem is that there are a lot of variables involved here, 
including the level of the loan program. 

Mr. Coleman. I think we have to assume a 1983 situation, just 
freeze it and use that as a basis, which is what the Administrator 
did yesterday, and which your figures then reflect. 

Mr. PARTRmGE. While other questions are being pursued, if we 
may come back to this, Mr. Chairman, we will do a little calculat- 
ing while the questioning is proceeding. 

Mr. Coleman. Fine. Thank you. 

Mr. Jones of Tennessee. We will move to another Member at 
this time. The Chair recognizes Mr. Stenholm for 5 minutes for 
questioning. 

Mr. Stenholm. Thank you, Mr. Chairman. 

My first question will be asked to one of the gentlemen that is 
not there. If Mr. Hamil were here, I would have asked him, but I 
will take leave of asking my question and responding by what he 
said in his statement, because I think it is very pertinent to the 
question Mr. English asked and that Mr. Coleman asked. 

On Tuesday night I heard President Reagan make one of the 
finest speeches that I have heard him make since he has been 
President. In that he stated that voters do know that the future of 
freedom depends not on what is in it for me, but on the ethic of 
what is good for this country. 

My question of Mr. Hamil would have been, do you believe that 
H.R. 3050 meets that criteria? His answer is, and I quote, and I am 
taking it out of context but I think it serves the point that both of 
my colleagues have made before me. Mr. Hamil says: 

I personally am satisfied that the recommendations which this study committee 
developed and which are contained in large measure in H.R. 3050 are both reason- 
able and fair to the REA borrowers and to the Nation as a whole. 

That is the purpose for which we are here in the hearing, and I 
think that answer is one that goes better to explaining some of the 
controversy surrounding this bill. 

Mr. Partridge, section 6 in the bill provides a new interest rate 
formula. The Administration claimed yesterday, as we understand 
it, that the formula would not permit REA to take into account all 
interest costs associated with the Fund. Thus, the Administration 
appears to say that the allowable interest rate and the interest 
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income would not be sufficient to balance all interest costs on all 
outstanding borrowings. Is this criticism valid? 

Mr. Partridge. No, Congressman Stenholm, it is not. Certainly 
that is not our intent, nor do I read the bill as saying that. 

However, as you say, REA did so interpret the bill, and so stated 
yesterday. 

That is not correct, as we understand it. It has been our intent 
always that the changes which are made in the act will enable the 
REA Administrator — in fact, will mandate him — to set an interest 
rate sufficient to balance all interest costs on all outstanding bor- 
rowings. 

Mr. Stenholm. If I understand your answer, you believe the 
bill's language would allow the rate to be set high enough to pro- 
duce interest income adequate to offset all interest costs? 

Mr. PARTRmoE. Yes, sir, that's absolutely correct. 

Mr. Stenholm. Then you would have no objection to an amend- 
ment clarifying that the rate shall be sufficient to balance interest 
income with interest cost on all outstanding obligations? 

Mr. Partridge. No objection whatsoever. If the language can be 
interpreted, incorrectly then it should be clearly stated so that no 
misinterpretation is possible. 

Mr. Stenholm. Would any other gentleman at the table have 
any objection to the colloquy that I have just had with Mr. Par- 
tridge? 

[No response.] 

Mr. Stenholm. Mr. Edmiston, in your testimony on page 6 you 
referred to TIER, "times interest earned ratio," and in light of Mr. 
Coleman's question, would you elaborate a little further on the sig- 
nificance of the 802 CFC members' TIER's being 2.16 contrasted to 
2.9 times for the larger investor-owned utilities? 

Mr. Edmiston. To look at it in a sense of protection for investors, 
in terms of their making an investment in a debt obligation of a 
rural electric cooperative, it is a very important measure of the 
ability of the entity to service that debt over a period of time. 

Now understand that in the rural electric cooperative industry 
when we are looking at the distribution cooperatives' coverage of 
interest we separate generation from distribution, and we are look- 
ing at the coverage of interest at the distribution level. That is a 
measure of being able to demonstrate to an investor the financial 
strength of that distribution member and his ability to pay the in- 
terest on his indebtedness. In contrast to an investor-owned utility, 
we must appreciate that investor-owned utilities do not separate 
generation and distribution. 

Generally speaking, the coverage for investor-owned utilities has 
been a little bit higher as a matter of tradition than it is in the 
rural electric cooperative program. Nonetheless, as I point out in 
my testimony, the ratio of interest coverage has declined over the 
past 7 or 8 years in the rural electric program. 

I further pointed out that that level is getting close to the level 
of discomfort for investors. I further noted that the decline in this 
ratio has been arrested as a result of the efforts of the REA and 
CFC over the past couple years to educate their members about the 
importance of adequate interest coverage. Hopefully, that decline 
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has been arrested and will stabilize and perhaps improve in coming 
years. 

Mr. Jones of Tennessee. The time of the gentleman has expired. 

Now the Chair recognizes Mr. Skeen for any questions he might 
have. 

Mr. Skeen. Thank you, Mr. Chairman. 

I want to tie up a loose end here and ask a question of Mr. Par- 
tridge. 

The REA Administrator was in here yesterday with something 
like 100 computer runs that they had done on this cost analysis. I 
am sure that you have some, too. I think this is what we were re- 
ferring to earlier. However, inasmuch as I came in on the tailend 
of the conversation — it is my understanding you are going to make 
these runs of yours available so that we can make comparisons? 

Mr. Partridge. Congressman Skeen, we would be glad to do that. 
We do not have them with us this morning, but we have, of course, 
priced out the formula under this bill. We do, indeed, verify that it 
will sustain the Revolving Fund; that if the interest rate is set so 
as to meet the interest expense of the Fund, which is what the bill 
requires, then certainly the Fund shall remain in balance. 

Now we have not seen — we are not familiar with and did not 
know until yesterday of the computer runs made by REA. There- 
fore, I really cannot address those features. 

One thing that I did note from the footnotes of the table attached 
to the REA Administrator's testimony was that they assumed that 
the notes held by Treasury against REA on the loans made in 1972 
and earlier years would be repaid. The footnote clearly indicates 
that. That, of course, will create an insolvency in the Revolving 
Fund, and that is precisely what this legislation is intended to 
remedy. 

Mr. Skeen. I would be interested, if you have those kinds of runs, 
or at least a critique of the comparison. If you would make that 
information available to us, we would appreciate it very much. 

Mr. Partridge. We would be glad to do so, of course. 

Mr. Skeen. I would like to ask former Administrator Clapp — 
when you were Administrator of REA, did you not pay off notes 
that were signed by previous Administrators, and did you expect to 
pay off those notes that you had signed? 

Mr. Clapp. I think the obligation of REA to pay off those notes 
under present law is clear, and has been performed. Unless Con- 
gress decrees some different arrangement, as is proposed here, it 
would have to be performed in the future. 

Mr. Skeen. Thank you, Mr. Clapp. 

I would like to ask former Administrator Feragen — did you an- 
ticipate the $7.9 billion in long-term notes that REA owed to the 
Treasury would not be repaid? 

Mr. Feragen. Mr. Congressman, I do not think we anticipated 
they would not be paid. We did recognize very early after I took 
office the problem that this legislation addresses, and I brought it 
to the attention of the NRECA. 

At the time that we were issuing CBO's, the interest rates were 
12.5, 13, 14 percent, and that exacerbated the very situation that 
we confront today, but we never anticipated that those notes would 
not be paid from the Revolving Fund. 
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Mr. Skeen. Also, were the minimum limiting levels that Con- 
gress set ever exceeded during your time as Administrator? 

Mr. Feragen. In my memory, no, sir. 

Mr. Skeen. Did you anticipate— if so, what would have been the 
impact on the Revolving Fund, if it had ever occurred? 

Mr. Feragen. Do you mean if we had loaned less than author- 
ized by 

Mr. Skeen. If you had exceeded the minimum. 

Mr. Feragen. We exceeded the minimum, and I think it was 
usually said from $800 million to $1.1 billion. I think in almost 
every year we were very close to the maximum. 

Mr. Skeen. But you did not exceed it? 

Mr. Feragen. We did not exceed the maximum. 

Mr. Skeen. Thank you very much. 

In connection with this, Mr. Chairman, may I ask you a ques- 
tion? 

I have the understanding that there are still four reports that we 
have not received from the Inspector General, the General Ac- 
counting Office, the Congressional Research Service, and the Con- 
gressional Budget Office. Have we received any of these reports? If 
we have not, will we be in receipt of them before we go to markup? 

Mr. Jones of Tennessee. Joe, the only one we requested is the 
one from CBO. 

Mr. Skeen. Well, there are three other reports, as I understand 
it. 

Mr. Jones of Tennessee. We have not made a request for those. 

Mr. Skeen. Someone is doing them. One is an examination of 
operational management of REA and the rural electrification co- 
ops from the Inspector General, and one from the General Account- 
ing Office that deals with analysis of the provisions of H.R. 3050. 
Then there is also one from the Congressional Research Service ex- 
amining H.R. 3050 for cost and feasibility. There is one from the 
Congressional Budget Office which is the cost analysis, and so 
forth, and commentary on it. 

I wonder, could we get those, Mr. Chairman? 

Mr. Jones of Tennessee. All I can say is that we can try. 

Mr. Skeen. If they are complete or what stage they are in 

Mr. Jones of Tennessee. I do not know what stage they are in. I 
could not answer that. 

Mr. Skeen. I would like to make that request, if it is not out of 
line. 

Mr. Jones of Tennessee. Counsel might know. They were not ini- 
tiated by us in the first place. 

Mr. Skeen. Well, I, for one, would like to see them if they are 
an)rwhere near the stage of completion that we can get them in a 
timely fashion. 

Mr. Jones of Tennessee. We could ask. 

Mr. Skeen. Thank you, Mr. Chairman. 

Thank you very much for the responses. 

Mr. Jones of Tennessee. The Chair now recognizes Mr. Tallon for 
5 minutes of questioning. 

Mr. Tallon. I have no questions, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you, Mr. Tallon. 

The Chair recognizes Mr. Daschle for 5 minutes. 
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Mr. Daschle. Thank you, Mr. Chairman. 

I want to address my questions, at least initially, to Bob Feragen. 
I was not here. Bob, to hear your statement. I have read it. I am 
very impressed by some of the remarks you make. 

In particular, what you say on page 6 — as everyone knows, in the 
Dakotas and some of the more rural areas we have a veiy grave 
concern about the future of special interest loans, special rate 
loans. I would be interested in your view as Administrator now, as 
we look to the future, to H.R. 3050, and maybe for the record you 
could just, in a very brief way, elaborate on why you think special 
rate loans are still important, even though we may have gone 
through a period when those were more of a mainstay. Why do 
they still carry a great deal of importance, in your opinion? 

Mr. Feragen. Congressman Daschle, we have, as you well know, 
systems in the more populated eastern part of South Dakota that 
serve less than one consumer per mile of line. These are family 
farms. We are not talking about one oil well per mile of line. We 
are often accused of having nothing but oil wells at these low den- 
sities. 

It is exceedingly difficult for these systems to keep a competitive 
stance in their rates when they have to build and maintain a 
system that is so far stretched and with usages that have been de- 
clining. We have found in the past 3 years, as a system as a whole 
in eastern South Dakota, that we have virtually had no load 
growth, and yet on the basis of figures 10 years ago, on which we 
built powerplants, we now have to bear the cost of those new facili- 
ties coming into being. 

Therefore, in my mind the special interest rate ought to be man- 
datory, at least from the point of view that Congress ought to say, 
"It is our intention that those systems that really need it," and 
then define that criteria. I think the criteria that is drafted in the 
bill is reasonable. It might be massaged to try to be a little more 
accurate. However, some systems do need this kind of special as- 
sistance. 

It seems to me in the same sense that we have a Revolving Fund 
subsidized interest rate for the whole program, that to recognize, as 
we did since 1935, that some systems really serve very difficult geo- 
graphical areas, I think it is fully justified, if you just consider the 
job they have. 

We are not asking this to enrich individuals. These are for rural 
communities that this assistance is happening. It is not for the gen- 
eral manager's fund, as is sometimes said. 

Mr. Daschle. I intend to offer an amendment along those lines 
when we get to markup. I would be interested, from your experi- 
ence as an Administrator, can you see times when obviously we 
have had discretionary determinations in the past — has that discre- 
tion failed to serve the need of some of our situations in the past? 
Could you give us a good example of where that may have hap- 
pened? 

Mr. Feragen. I know of two instances where there has been ex- 
tensive storm damage, which is one of the criteria in the draft bill, 
something like 500 miles of line. Obviously, the system is in dire 
need, having to call upon numerous systems to come and help 
them. They come to REA to refinance, to rebuild that line, and 
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they have been refused 2 percent loans. This is a system that 
serves approximately one consumer per mile of line. 

I think in that kind of extremity it ought not to be a question. 
That system and its directors ought not to have to come to Con- 
gress and lobby you for the kind of obvious help which that sort of 
disaster signals. 

I would say, yes, I know of at least two cases in the past 2 years 
where that has happened. 

Mr. Daschle. We had that case clearly on record, I think, at one 
of the earlier hearings, about a year ago. I think that is an excel- 
lent case in point. 

It could be argued, too, that it is in the interest of the whole 
system that special rate borrowers are kept viable, that those who 
live in these lightly populated, very rural areas are given an ade- 
quate opportunity to participate in the program. 

What would happen, in your opinion, if 1 percent of the principal 
and interest payments into the electrification and telephone ac- 
counts was reserved to cover the cost of the accounts of special rate 
borrowers? What, in your opinion, would be the effect of that on a 
standard rate borrower? 

Mr. Feragen. I think it would be a minuscule effect. I have not 
calculated it. I think we could provide that for the record, but we 
are talking about just taking 1 percent of the repayments each 
year, putting them in a special fund, and I do not think in the long 
run it may be adequate for the needs of the specials. There is provi- 
sion in the draft bill that would come back to this committee and 
to Congress and say, '*If there is a need there, would you appropri- 
ate funds?" 

I think we have clearly seen in the experience of this program 
that the need for really low, low-interest rates like 2 percent or, as 
it is said in the bill, half of the regular rate has diminished greatly. 
I think we hope that it would be diminished greatly. 

There is a provision that every 5 years the Administrator would 
look at the loan. If the system did not qualify, they would auto- 
matically be at the regular rate at the time that loan was made. 
That seems immanently fair, and it leaves it to Congress to contin- 
ually look at the need. I think that is fair, too, because if the 
system does not need or deserve it, then they ought to go back to 
the regular rate. 

Mr. Daschle. Thank you very much, Bob. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Tom. 

Before we take another round of offering members of the sub- 
committee the opportunity to ask questions, I have a couple ques- 
tions I want to ask. 

Mr. Partridge, I have one for you. 

The financing of the rural electric and telephone programs has 
evolved over the years from a rather small, direct Government 
loan program to a large sophisticated financing program with in- 
sured loans, supplemental loans, and guarantees. Would you, for 
the record, explain the difference in these loans and how the inter- 
est rates are determined? 

Mr. Partridge. I would be glad to do so, Mr. Chairman. 
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The REA insured loan program makes funds available at an in- 
terest rate of 5 percent as a standard rate, with the exception that 
in unusual circumstances, such as Administrator Feragen just de- 
scribed, the Administrator does have the discretion to make loans 
at less than 5 but not less than 2. 

Those loans typically are made available to the distribution coop- 
eratives. They are used to finance the electric plant of distribution 
cooperatives. 

Additionally, and this was made quite clear at the time Public 
Law 93-32 was being debated in the House of Representatives, both 
in the committee and on the House floor, it was also the intention 
of the Congress that those insured loans be available to finance 
generation and transmission facilities. Now, in practice, very little 
of the money under the insured loan program has been made avail- 
able for power supply facilities. 

The guaranteed loan program is just that. It is a guaranteed loan 
program. Incidentally, I should note that the insured loan program 
is run wholly out of the Rural Electric and Telephone Revolving 
Fund. That is the source of its money and has been from 1973. 

The guaranteed loan program, by contrast, is a program under 
which REA guarantees bulk power supply facilities, generation and 
transmission cooperatives. The funding for those loans has from 
the outset, under arrangements made by Administrator Hamil 
with the Treasury and the Federal Financing Bank, been funded 
through the Federal Financing Bank. Those loans bear an interest 
rate equal to whatever the Federal Financing Bank pays to raise 
the money, plus one-eighth of 1 percent, which is a brokerage fee, 
if you will, to the Federal Financing Bank, plus a small fee — I 
think one-thousandth of 1 percent— paid to the Treasury by REA, 
paid to the Federal Financing Bank by REA. No, it is the other 
way around. I am sorry. The Federal Financing Bank reimburses 
REA a fraction of a percentage point for the servicing of those 
loans. 

As a consequence, the guaranteed loans have borne very high in- 
terest rates, as rates have been high, particularly in the past 5 or 6 
years. 

The generation and transmission systems have borrowed at rates 
ranging, in my recollection, from about 9 percent to as high as 
about 16 percent. I would look to some of these other gentlemen to 
verify that, but I believe that is essentially the range. These are 
high-rate loans, and they do produce at the same time loans at in- 
terest rates lower than we could borrow elsewhere. They do make a 
small margin of profit for the Federal Financing Bank. 

Mr. Jones of Tennessee. Then are you saying that the insured 
loans made from the Revolving Funds are the only ones that are 
paid out at a reduced interest rate? 

Mr. Partridge. Yes, sir, Mr. Chairman, that is correct. 

Mr. Jones of Tennessee. That is correct? Well, what percentage 
of the total program do these insured loans made at reduced rates 
occupy? Do you have that as a record? Do you know? 

Mr. Partridge. Well, the loans for the year just closed, fiscal 
year 1983, the insured loan level I believe was right at $850 mil- 
lion. The REA loan guarantees aggregated $3,388 million. It is 
about 20 percent of the total loan volume going into the insured 
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loan program and about 80 percent of it into the guaranteed loan 
program. 

Mr. Jones of Tennessee. Say that again. How much, Bob? 

Mr. Partridge. About 20 percent of the total loans made by REA 
in fiscal year 1983 were for insured loans, and about 80 percent of 
their insured and guaranteed loans total was guaranteed. 

Mr. Jones of Tennessee. You are saying about 20 percent of it? 

Mr. Partridge. Yes, sir. 

Mr. Jones of Tennessee. Thank you very much. I wanted to be 
clear on that. I thought that was correct or near correct, but I was 
not sure. 

I see my time has expired, too. 

The Chair recognizes Mr. Coleman for any questions that he 
might have. 

Mr. Coleman. Thank you, Mr. Chairman. 

Following up on my last question, Mr. Partridge, you and Mr. 
Smith have been working on some figures there as to what you an- 
ticipate the cost would be to the consumers under this bill. 

Mr. Partridge. Yes, sir, Congressman Coleman. What we did 
was take last year, 1983, where the average loan, as you remember, 
was about $2.5 million, and of course that was made at a 5-percent 
interest rate. If that rate had not been 5, as the law now provides, 
but instead had been a rate which REA yesterday said they be- 
lieved would have been in place under the present legislation; 
namely, about 5.9 percent, then the increased cost in the bill of 
consumers, the average consumer, would have been, as we calcu- 
late it, $4.34. That is not a great increase. It is a bit more than the 
REA had said. 

It certainly does hold, as we think it must be held, to a minimum 
the increase in cost of service. This is one of the necessary features 
of this legislation. Indeed, the legislation, had it been in place for 
the fiscal year just ended, would have resulted in average increase 
in consumer bills for the year of about $4.34 for the single year 
alone. 

Mr. Coleman. You said that was based upon what Mr. Hunter 
said yesterday, figuring out the formula, and it would end up being 
a 5.9-percent interest rate? Is that correct? 

Mr. Partridge. As we recall, yes, Congressman Coleman, I be- 
lieve he said 5.9. 

Mr. Coleman. That is right. That is what he has down here. 

Now my next question is — Mr. Stenholm asked you a series of 
questions, and your response was that you understood that we are 
talking about all interest, not just annual interest. Mr. Smith is 
nodding in the affirmative. 

If that is the case, then Mr. Hunter's figures are all wrong from 
yesterday, because his 5.9, which is the end result, which you just 
based that on, is based upon 1984 CBO interest expenses alone of 
$400 million. 

What would be the figure that you have to plug in here under 
your understanding and interpretation of this bill, instead of the 
$400 million? 

Mr. Smith. Mr. Chairman, if you apply the formula which w€U3 in 
Mr. Hunter's testimony, 5.9 percent times the amount of borrowing 
produced $65 million in interest expense. If you took the 5.9 per- 
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cent REA rate times the level of lending, $1.1 billion, that also 
equates to exactly $65 million. 

The formula can work, even under their example, to produce 
income, interest income, equal to interest expense. 

Mr. Coleman. Now wait a minute. For what period of time? 

Mr. Smith. Well, this is the initial year. 

Mr. Coleman. All right, but Mr. Partridge said that we are talk- 
ing about not just for an initial period of time, but to pick up all 
other interest. 

Now my question is, what figures do you plug in here, and then 
what is your result in interest rate? It is not 5.9. It would have to 
be more, I assume, because you are picking up more past-due inter- 
est 

Mr. Smith. I think the basic problem, REA in interpreting the 
formula did not apply the standard interest rate to cover all out- 
standing CBO's 

Mr. Coleman. That is right. 

Mr. Smith [continuing]. Under all circumstances. Our intent is 
that it would accomplish that. 

Mr. Coleman. In order to translate your answer, you cannot dis- 
agree with them one time on how they interpret the section and 
then use their assumption on the interest rate later. You cannot 
have it both ways. 

What I am asking is, based upon your understanding of the bill, 
what is the outstanding ending point, which is your interest rate? I 
am asking if you can compute it that fast, actually. 

Mr. Smith. Right now there is no problem because the outstand- 
ing CBO's are being met by interest income, and any borrowing, by 
their example, would be covered. 

Now they apparently said that in the future there might be a 
problem, and I think the best way to resolve that is to make doubly 
sure that the Administrator can set the interest rate in that year, 
whatever year down the road, to cover all CBO interest expense. It 
must. 

That is certainly the intent of the bill. Apparently, they have ap- 
plied a very rigid interpretation to the formula that is not our in- 
tention at all. 

Mr. Coleman. I am not quite sure. I think I understand what 
you said, but I am not sure you understand what I said. 

When the Administrator was here and showed his page 2 — and I 
know I have the advantage of looking at his little formula here — 
when he plugs in all these figures, he plugs in here anticipated 
1984 CBO interest rate expense of $400 million. Now if you dis- 
agree that we are not just talking about 1 year at a time but we 
are talking about lots of years before, I assume that $400 would be 
increased under your assumption. If that is the case, how can you 
change the figures and still come out with the same answer? 

Mr. Smith. Because the $400 million is accurate now. What we 
are saying is that, whatever that borrowing interest expense is, if it 
is $600 million, if it is $800 million, it has to be the total interest 
expense on total outstanding CBO's issued in any year for what- 
ever purpose. If you plug that total amount in this formula, it will 
work. 
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They have apphed the formula to indicate that it would not nec- 
essarily reflect the total interest expense. We are sa3dng that it 
must. 

Mr. Coleman. OK. Let me ask you one final question on this 
series. 

What is your understanding of the total interest expense under 
this bill for 1984? 

Mr. Smith. It is about $400 million. 

Mr. Coleman. It happens to be the same? 

Mr. Smith. I think the $400 million figure is accurate. It is of 
reasonable accuracy. 

Mr. Coleman. I do not understand how it can be 1 year and dis- 
regard the past, but if you consider the past it is the same as the 1 
year. 

Mr. Smith. The total outstanding CBO's are about $3.5 billion 
times 11.4 percent interest. Whatever that works out to is the 
amount of interest that will be due during the current period. 

Mr. Jones of Tennessee. The time of the gentleman has expired. 

Mr. Stenholm, you are recognized for 5 minutes. 

Mr. Stenholm. Mr. Edmiston, again on page 6, you state, 

Another measure of financial strength — the ratio of equity to total assets — has 
also declined. In 1972 CFC member distribution cooperatives equity as a percentage 
of total assets was 34 percent, in 1982 it was 28 percent. 

Would you expound a little more on the significance of that in 
the financial community and how that would affect interest rates? 

Mr. Edmiston. We must be careful, Mr. Congressman, not to 
attach too much importance to any one particular measure of fi- 
nancial strength, but the ratio of equity to total assets is an impor- 
tant measure of financial strength for any enterprise. It will vary 
according to industry and according to the financial risk that the 
enterprise has to face and the business risk that the enterprise has 
to face in the conduct of its affairs. 

The percentage of equity in the distribution members is one of 
the key financial ratios that one would observe in trying to under- 
stand the capacity of that distribution cooperative to meet its fi- 
nancial obligations. As we have pointed out, as a result of rather 
high interest rates over the past decade, the coverage ratios of the 
distribution cooperatives, as well as the coverage ratios in investor- 
owned utilities, have declined. Concomitant with that, that has re- 
sulted in decline in the ratio of equity to assets for distribution co- 
operatives in particular. 

In my judgment, that is an important ratio and it is at a level 
that I would not like to see diminished. I think if it got lower, then 
one might question the financial capacity of distribution coopera- 
tives to continue to meet the needs of attracting capital from the 
private capital market on relatively fair terms. 

Mr. Stenholm. Thank you. 

Mr. Clapp, in regard to the question Mr. Daschle asked of Mr. 
Feragen, if you were to find yourself back in the position of Admin- 
istrator of REA, would you prefer to have the Congress mandate 
the conditions under which the lower interest rates would apply for 
certain natural disasters and emergencies or would you prefer to 
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have it as we now have it, in which it is left to the discretion of the 
Administrator? 

Mr. Clapp. I think you have to be guided by what you feel are 
the dominant circumstances of the time. I am not familiar with the 
cases that Mr. Feragen and Congressman Daschle were discussing. 

I can see that it is very possible that in the exercise of discretion 
REA and the REA Administrator may not perform in the full in- 
terest of preserving the viability of a given system under extenuat- 
ing circumstances. 

However, if you assume that REA is going to be sympathetic and 
compatible in its administrative stance with the interest and the 
mission of the program, then I would certainly say that the flexibil- 
ity of discretion is more useful in fitting the financing require- 
ments of the system involved to the terms of the loan. 

However, if there is a feeling in the Congress that some insur- 
ance must be required that the Administrator will exercise his dis- 
cretion in the full interest of the program, then obviously the 
standards have to be written in and performance has to be mandat- 
ed on them. 

Standards are difficult to come by that fit all conceivable situa- 
tions. 

Mr. Stenholm. I thank you for that answer. 

Mr. Partridge, according to at least one press report I have seen, 
the Revolving Fund's total interest expense already exceeds total 
interest income. Is this true? 

Mr. Partridge. No, sir. Congressman Stenholm. That is incor- 
rect. 

Mr. Stenholm. At what point in time is the best estimate that 
we will have the problem? 

Mr. Partridge. As nearly as we can determine, and obviously 
having to make some assumptions, unless a change is made, the in- 
terest income of the Fund will fall short of the interest expense 
around 1986. 

Mr. Stenholm. Thank you. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Mr. Stenholm. 

Mr. Skeen is recognized for 5 minutes. 

Mr. Skeen. Thank you, Mr. Chairman. I would like to yield my 
time to the distinguished gentleman from Missouri. 

Mr. Jones of Tennessee. Mr. Coleman. 

Mr. Coleman. Thank you, Mr. Skeen. 

Following directly up on that, then, in 1986 you and the Admin- 
istrator go your separate ways, diverge in your conclusions here, 
even based upon his assumption. Your revenues and your outgos, 
then, are not the same. 

I understand right now, in answer to Mr. Stenholm's question, 
that you are in balance, let's say. You just got through saying for 
1986 you are going to be unbalanced. 

What happens after 1986? Can Mr. Smith give me a rough idea 
or a guesstimate as to how this interest rate would fluctuate 
during the next 3 years or, if you want to start in 1986, because 
that is when you see this thing coming to a head as far as income- 
outgo. Can you give me some rough estimates here as to what this 
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5.9 percent would do in those years, based upon your experience 
and knowledge and information that you have in the past? 

Mr. Partridge. We certainly can do that if we make some as- 
sumptions. We will obviously have to do some crystal balling to do 
that, because we do not know, of course, what the economy will do, 
or what the drawdown on the Revolving Fund may be under the 
loan contracts outstanding. That really is what determines the 
need for the cash flow which occasions the issuance of the certifi- 
cates of beneficial ownership. However, I guess we will try that. 

Mr. Ck)LEMAN. We have to have the same rules on all of these 
assumptions, and those were an 11-percent CBO rate, a no growth 
rate, no refinancing, and CBO's amortized. That is what he has on 
his assumptions as of yesterday. If you can play by those same 
rules, can you give me some sort of guess as to what this interest 
rate would be in the next 5 years. They obviously are going to fluc- 
tuate, but I am asking for a ballpark figure. 

Mr. Smith. We looked backward when we were doing the work 
for the committee. The rate would have had to have been as great 
as 8 percent had the legislation been in place several years ago. 
Now that was 2 years ago when interest rates peaked over the last 
10 years. The C60 rate at that time was the highest. REA paid 
15.3 percent on its CBO amount issued on September 30, 1981. 

Obviously, interest rates have improved. That improvement, that 
reduction of CBO rate, would be reflected under our legislation in 
the REA interest rate. 

Frankly, the REA interest estimate of 6 percent or 5.9 percent is 
not a bad guess currently, given the CBO rate of 11 percent, loan 
repayments of about $900 million. The loan repayments will contin- 
ue to increase slightly. We have information we could submit for 
the record. I believe it was requested yesterday as to loan repay- 
ments over the next few years. They will continue to increase 
slightly each year to exceed $1 billion a year within the next 
couple of years. 

The larger question, then, is what is the interest rate going to be. 
As you say, use 11 percent. If we did that, it would be fixed. 

Loan advances have been down in fiscal year 1983 to about $900 
million for both programs. It is anyone's guess if that increases. It 
should increase as the recovery occurs to be about $1.1 billion, 
equal to the level of new loan approvals. 

Based on that level of approvals and 11 percent CBO rate, I 
think that we are looking at from 6 to 7.5 percent interest rate, 
standard interest rate, on REA financing. 

Mr. Coleman. Is there going to be a flyup or a notch in 1986 be- 
cause of the balance situation? 

Mr. Smith. Interest expense is not at all likely to exceed interest 
income in 1986, for some changes have occurred since the projec- 
tion was made pertaining to 1986. An appropriation to the Revolv- 
ing Fund is very likely this year. That will have a substantial bene- 
fit to the Fund. 

Mr. Coleman. What year do you want to take, then, for when 
you get out of balance? 

Mr. Smith. The crossover? I think we are looking now at the end 
oi the 1980's. 

Mr. Coleman. Would there be a flyup then or a notch? 
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Mr. Smith. As long as the CBO rate remains as high as 11 per- 
cent, there will definitely be a time at which the total interest 
income will not be as great as interest expense. I would think that 
would happen by 1990. 

Mr. Coleman. Based upon that information, then, what would 
be — let's say 6 percent, which is 5.9, but let's just say 6 percent. 
You gave me a figure a while ago of increasing $4.34 a year under 
the bill. If it went up to 7.5 percent, can you give me a really fast 
answer? Would we just increase that by 20 or 30 percent? 

Mr. Smith. I think you could increase that by about IVt. times. If 
it is roughly $4 and something for a 1-percent increase, then it 
would be double that for a 2-percent, 2^2 times, for 7.5 percent rate 
on that one loan. 

Mr. Coleman. Therefore, it is possible that the cost to the con- 
sumer under this bill would be $8 to $8.75? 

Mr. Smith. It could be as much as that. We would hope that it 
would not exceed the $4 or $5 per loan on an average loan amount, 
because hopefully interest rates will not go any higher than 11 per- 
cent. 

I do not believe that either the Congressional Budget Office or 
this administration is projecting interest rates to remain as high as 
11 percent. 

Mr. Coleman. Mr. Chairman, my time is up. I thank my col- 
league, Mr. Skeen, for yielding to me. 

His last statement I think was important. He said that he did 
not think that the administration was forecasting higher interest 
rates, and so forth. I think it goes to the heart of what Mr. Skeen 
had asked for, which were some of the studies — GAO, even our own 
Congressional Budget Office. I would like to have that information, 
because we are throwing figures around, and I am sure everybody 
will be throwing figures around. We will have computer printout 
versus computer printout on this thing eventually. I think Mr. 
Skeen's suggestion that we have the CBO report, if not a couple of 
the other reports that are coming, is a good one in order to let us 
know more about these particular issues, such as interest rates and 
their forecasts. I do not know what CBO has, although I under- 
stand it could be completed in a couple of days. It could help every- 
body understand what the effect of this legislation might be. 

Mr. Jones of Tennessee. Thank you, Mr. Coleman. 

Mr. Daschle, do you have any more questions? 

Mr. Daschle. I have no questions, Mr. Chairman. 

Mr. Jones of Tennessee. I have one more question for the panel, 
and it makes no different who answers it, or all of you may do so, 
if you would like to take the time to do it. 

Administrator Hunter has made the point that he sees the cur- 
rent requirement for REA to pay the $7.9 billion to the Treasury 
Department beginning in 1993 — this is something Mr. Coleman and 
some of the rest of them have been talking about to some extent — 
as a firm commitment which should not be broken now. 

As we all know, things have a way of changing over a 10-year 
period. I would like to know, from any of you, the bankers and all, 
if you would comment on what you see as some of the changed cir- 
cumstances since 1973 which now warrant the conversion of the 
money into permanent capital in the Revolving Fund. 



Digitized by 



Google 



274 

I would be glad to hear from anyone. 

Mr. Partridge. Mr. Chairman, if I may lead off on that, I think 
it is clear that the program desigried by the Congress in 1973 has 
worked, and worked well. It was impossible, of course, at the time 
that bill became law to know that we would have an inflation rate 
which would cause us to draw much more heavily on the Revolving 
Fund than we had ever anticipated we would need to do, with the 
higher cost of construction running up the amounts that had to be 
invested, and coupled with that the interest rates that came with 
the Arab oil embargo and the inflation of that period. The two 
combined did move in the direction, as former Administrator Fera- 
gen pointed out, to the point where we were going to run into prob- 
lems eventually, and without taking some corrective action, the Re- 
volving Fund would subsequently be out of balance. 

This legislation would provide the necessary corrective action. I 
think it is important to convert the capital which is in that Revolv- 
ing Fund into capital, rather than debt, in order to assure that it 
will continue to be a mechanism which can and will fund the REA 
insured loan program. 

As I hope we have brought out in our testimony here this morn- 
ing, the continuance of the REA program is vital not only because 
of its own input, but because the other financing, that provided by 
CFC, by the investment banking community, by the Banks for Co- 
operatives, is built on that solid foundation. The program makes a 
contribution in its own right, of course, in providing the capital 
that it does. 

It will not be able to do that unless this capital is left in that 
Revolving Fund. There is no way that we could possibly raise the 
interest rates high enough or fast enough to stem the drain of the 
Revolving Fund unless the Fund is capitalized. That is the purpose 
of this legislation. 

Mr. Jones of Tennessee. Thank you very much. Bob, for your 
comments. 

Anyone else? 

Mr. Clapp. Mr. Chairman, I would like to call the committee's 
attention to the fact that in my tenure as Administrator of REA I 
think, if my recollection serves me correctly, the average loan pro- 
gram in the course of a year was somewhere in the neighborhood 
of $350 or $400 million. Here in 1983 we are talking about loan re- 
quirements for the distribution co-ops, a loan level out of the Re- 
volving Fund, of $800 million. The whole frame of reference in 
terms of dollars as shifted upward by that much and more, because 
that $400 million that I spoke of in the sixties and the early seven- 
ties was for both distribution and generation and transmission, and 
the Revolving Fund is addressed primarily, if not solely, to the 
needs of the distribution co-ops. 

Your whole frame of reference doUarwise has shifted up so high 
that the initial requirements that were envisioned just are not 
valid anymore. 

Mr. Jones of Tennessee. Thank you, Mr. Clapp. 

Anyone else? Mr. Feragen, do you want to say an3^hing? Mr. 
Lewis. 

Mr. Lewis. Mr. Chairman, if I may, going back to what Mr. Par- 
tridge said, it was the intent obviously of Congress to set up a Re- 
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volving Fund that would be viable out into the future. Because of 
the things that he has mentioned, making it necessary to go 
beyond the Revolving Fund to meet the needs of the program, basi- 
cally inflation and so forth, when the year 1993 comes along, when 
the next note is due, if things had gone according to plan, there 
would be sufficient funds to begin to pay back those notes. Obvious- 
ly, under these circumstances, even under this bill, there will not 
be sufficient funds to siphon off over a period of 20, whatever years 
it is, the $7.8 billion. The Fund then will be depleted, as we have 
pointed out, each year more so. Therefore, we will have no Fund. 
That is my point. The Fund will just be washed out, as we each 
year are required to make those repayments. 

Mr. Jones of Tennessee. Thank you very much, Mr. Lewis. I see 
my time has expired. 

This concludes the session on hearings of the bill H.R. 3050. 

I want to thank all of you for having been here for the meeting 
the 2 days that we have met. 

I see that we have gone over almost an hour, but I would like, if 
it meets the agreement of the members of the subcommittee, to 
meet again about 2:30 and give consideration to a markup at that 
time. 

Does anybody have any objection? 

Mr. Coleman. I do not think we are that formal to reserve the 
right to object, but let me ask you this: Are you talking about a 
markup at 2:30 or are you talking about meeting to talk about a 
markup? 

Mr. Jones of Tennessee. A meeting to talk about a markup. 

Mr. Coleman. When it might be performed or are we going into 
markup at 2:30? 

Mr. Jones of Tennessee. If we can go into a markup at 2:30, it 
will be fine. If we can't, we can talk about it and see what we can 
do. 

I am ready myself. 

Mr. Coleman. I have several meetings where people expect to 
see me and I was not prepared to meet this aftermoon. 

Mr. Jones of Tennessee. It is possible we cannot because I have 
not talked — I know I have another set of hearings tomorrow, and 
you have, too, on this drought situation. It is possible we cannot do 
it, but we have a recess coming up until the 17th. Therefore, I hate 
to leave this legislation hanging here like this until then. 

If you do not mind, let's meet here and try to be here at 2:30 for 
a meeting. 

We stand in recess until 2:30. 

[Whereupon, at 12:51 p.m., the subcommittee recessed, to recon- 
vene that same day at 2:30 p.m.] 

AFTERNOON SESSION 

Mr. Jones of Tennessee. The Subcommittee on Conservation, 
Credit, and Rural Development will come to order. 

The subcommittee members who are here have been discussing 
as to whether or not we would have a markup today or delay it 
until we return after October 17. The decision by a majority of 
those present is that, since we have such a short time this after- 



Digitized by 



Google 



276 

noon and there are votes on the floor this afternoon, and there are 
some other extenuating circumstances, we will delay the markup 
until after October 17. 

As soon as we have finished with the markup in the subcommit- 
teej we will ask the chairman, and I have already confronted him 
with this, to take it up in the full committee immediately, and we 
will take it to the floor of the House as soon as possible. It is al- 
ready on the agenda. 

That will stand. The subcommittee will stand adjourned imtil the 
call of the chairman. 

[Whereupon, at 2:39 p.m., the subcommittee recessed, to recon- 
vene at the call of the Chair.] 

[Submitted material follows:] 
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Statement of James A. Vann, Jr., President 

National Rural Utilities Cooperative Finance Corporation 

to the 

House Agriculture Sub-Committee on Conservation, 

Credit, and Rural Development 

October 5, 1983 

on H.R. 3050, Rural Electrification and Telephone Revolving 

Fund Self-sufficiency Act of 1983 

Mr. Chairman, I am James A. Vann, Jr., General Manager, Dixie 
Electric Cooperative, Union Springs, Alabama. I have served as a 
member of the Board of Directors, National Rural Utilities Cooperative 
Finance Corporation (CFC) , since 1978 and as President since 
February, 1983. 

CFC is a cooperative financing orgamization owned by 926 
members, including 806 rural electric distribution systems, 60 
power supply systems, 60 stat^ regional and national service 
organizations and 2 Associate members. 

CFC was incorporated in April 1969 for the purpose of providing 
its members with a source of long-term and short- terro financing to 
supplement their borrowings from the Hural Electrification Adminis- 
tration The first long-term loans made by CFC concurrently with 
loans from REA were made in 1971. Prior to then^ rural electric 
systems obtained all of their debt capital under the REA loan 
program. 

During the 1960s, it became apparent that fujnds made available 
by the Government would no longer be g^afficient to satisfy the 
capital requirements of the rural electric systems for expansion 
and improvement of their distribution generation and transmission 
facilities CFC was established by the rural electric systems to 
^eet this capital deficiency The recommendation to create CFC 
was a part cf the final report of the lJ3ng*Iiange Study Coirtmittee 
which was appointed in Houemtier 1967 by the National Rural Electric 
Cooperative Association UREGA) That report included not only the 
recommendation for the establishment cf CPC as a self-help supple- 
mental financing source hut also a statement of present and future 
objectives for the rural electric program. 

Since 1971, when it began its lending operations, CFC has 
continued to add to the types of programs and services that it 
provides to its members. CFC now makes long-term, intermediate- 
term and short-term loans It also has a very active and important 
program of guarantees of long-term and short-term tax-exempt 
industrial development bonds which provide financing for pollution 
control facilities required to be installed in generating plants 
owned and operated by rural electric systems. During the lagt 
several years, CFC has also been very active in assisting its 
members in lease financings. Among its other services CFC conducts 
financial management programs and seminars, consults with members 
on equity management programs and establishment of electric rates. 
CFC has also developed a ccmmercial paper sales program enabling 
members to make short-term investments in CFC which assists the 
members in their cash management programs. 
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The 1973 amendments to the Rural Electrification Act provided 
REA borrowers access to larger levels of REA funding and with the 
availability of the REA loan guai^hL^^^^^ tsiinbitj power supply systems 
to undertake construction of major generating facilities to supply 
the power requirements of their member distribution systems. 
Throughout this period of increased activity on the part of rural 
electric distribution and power supply systems, CFC has maintained 
a very active role in providing short and intermediate-term 
financing which enabled its members to proceed with their construc- 
tion programs in an efficient manner. 

The 1970s were a period of growth and change for CFC as it 
adapted its programs and services to meet the needs of its members. 

In November, 1981, the CFC Board, in recognition of the value 
and importance of periodically re-examining the role of this organi- 
jsation in the rural electric program, authorized establishment of a 
Committee on Objectives and Planning. The Committee was charged 
with t-he responsibility of reassessing CFC* 9 goals and objectives 
with the purpose that the membership could have assurance its 
organization had the ability to meet their supplemental financing 
and financial services needs, both now and in the future. The 
Committee was also requested to exaisine CFC's structure and opera- 
tions to determine whether it was providing services to its members 
in an efficient manner. 

The Board appointed me Chairman and selected twenty-five 
leaders of the rural electric program representing distribution and 
power supply cooperatives and national and state service organiza- 
tions from all areas of the country. The Cojimiittee held numerous 
meetings; am^ertoolc studies on future capital requirements of the 
distribution and power supply systems through the end of this 
century. They consulted with experts in the investment community 
about the most efficient ways and means of raising the capital 
required and reviewed rural electric program objectives in providing 
electricity in their service areas and undertaking activities and 
providing leadership in projects to improve the quality of life 
in rural areas During 19 2 the Committee worked very closely 
with the taRECA Committee on Financing for the Future, holding 
several joint meetings around the country with rural electric 
leaders and sharing data and information. 

The CFC Committee presented its report to the CFC membership 
earlier this year. The members endorsed all of the recoOTnendations 
and the CFC Board in now engaged in developing and approving 
policies and procedures to implement those recommendations. 

One important recommendation made by the Committee calls for 
amendment of the Rural Electrication Act "to clarify the authority 
of the BEA Administrator to provide private lenders with marketable 
security for loans they make to REA borrowers'" Section 7 of 
H.R. 3050 proposes to amend Section 306 of the Rural Electrification 
Act to implement that recommendation. This amendment to Section 306 
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would resolve many of the problems that CFC has encountered in 
recent years in negotiating with REA to obtain adequate security 
for the loans that CFC makes to its members. Governor Gill will 
discuss the significance and importance of this provision in more 
detail. 

CFC also endorses the other provisions of H.R. 3050 to amend 
the Rural Electrification Act, particularly those which will assure 
the continued viability of the Rural Electric and Telephone 
Revolving Fund. Enactment of these amendments would assure that 
the Revolving Fund will continue to be available to fund all loans 
made by the REA Administrator, including those which are made con- 
currently with CFC loans. 

On behalf of CFC's Board of Directors and its members, we thank 
you for the opportunity to present our views. 
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STATEMENT OF NORMAN M. CLAPP 

FORMER ADMINISTRATOR 

OF THE RURAL ELECTRIFICATION ADMINISTRATION (1961-1969) 

Before the 

SUBCOMMITTEE ON CONSERVATION. CREDIT, AND RURAL DEVELOPMENT 

COMMITTEE ON AGRICULTURE 

UNITED STATES HOUSE OF REPRESENTATIVES 

October 5. 1983 

Mr. Chairman and Members of the Committee: 

I deeply appreciate the opportunity to appear before this Committee in support of H.R. 
3050 "to ensure the continued financial integrity of the Rural Electrification and 
Telephone Revolving Fund, and for other purposes.** 

As one who was privileged to serve as Administrator of RE A in the Administratioot of 
President Kennedy and President Johnson and had a hand in the historic breakthroughs 
the REA program scored in those years, the future of both rural electrification and rural 
telephone service is naturally of deep and abiding concern to me. 

Since leaving REA, my professional activities have enabled me to keep in touch with the 
progress — and the problems— of both rural electric and telephone service. In the past ten 
years, I was first called upon by Governor Lucey of Wisconsin to fill out the unexpired 
term of the chairman of the Wisconsin Public Service Commission. Following this. I 
joined the consulting firm of Development and Resources, Inc. as Vice-President for 
Energy and an associate of the late David Lilienthal, the head of that firm. In 1977. at 
Governor Carey*s request, I conducted the State of New York's investigation of the 
electric power black-out in New York City. 
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In subsequent activities as an independent consultant I have, among other assignments, 
assisted the NRECA-CFC"" Power Supply Study Committee in the preparation of its 
report. "El^tric Power Supply. ..Issue of the 80*s." As a former Administrator of RE A I 
sat on NRECA*s Committee on Financing for the Future, which considered in depth 
throughout last year the problems to which this legislation is addressed. 

Although no longer actively engaged in the consulting business, I am currently still a 
member of the board of directors of Stone & Webster Power Projects Corporation, a 
relatively new member in the Stone & Webster family of companies long identified with 
the electric utility industry. 

Because this background and experience has been more closely related to the problems of 
rural electrification than rural telephony, I limit my observations to the portions of the 
legislation before you today dealing with the financing pf rural electric facilities and 
service. I hasten to add, however, that this in no way implies any lesser impxurtance of 
the needs and problems facing the future of REA financed rural telephone companies and 
cooperatives. 

I am gravely concerned about the future of rural electrification unless H.R. 3050 or 
legislation substantially similar to it is enacted without undue delay. 



'^"National Rural Electric Cooperative Association and National Rural Utilities 
Cooperative Finance Corporation. 
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Events of the past ten years have placed unusually heavy burdens on the RE A -financed 
rural electric cooperatives. Not only have the old burdens of low consumer density and 
limited revenue potential per unit of capital investment generally persisted, not only 
have inflation and higher costs of the industry generally been added to burdens of rural 
service too, but in addition, in this very time of higher costs and high interest rates, the 
rural electric cooperatives have been compelled to provide for the generation and 
transmission of a much greater share of their total wholesale power needs. 

In 1972. the cooperatives generated 31 percent of their wholesale power needs. 
Generating capacity could be built for an average cost of $200 per kilowatt. The average 
cost of wholesale power to the distribution cooperatives from all sources was 8 mills per 
kilowatt hour. 



By 1982, the cooperatives were generating 42 percent of their wholesale power needs. 
1 3.000 iciio^att? of new capacity had been added to their facilities at an average cost of 
$800 per kilowatt, and the average cost of wholesale power to the distribution 
cooperatives had risen to 38 mills per kilowatt hour. 



With the cost of wholesale power now accounting for 73 percent of the average 
distribution cooperative's total cost of service to its consumer members, this inevitably 
has a serious impact on the cost of service to the ultimate rural consumer. 
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Since the inception of the Rural Electrification Act in 1936. the goal of this program has 
been to bring electric service to rural America on terms that would, in the words of 
Morris Cooke, the first REA Administrator, close "the gap which now exists between 
urt)an and country life.** While the emphasis and the terminology have changed from 
period to period depending upon the priorities of the time, this has continued to be the 
objective of this great effort. And I think it is fair to say that this has been the 
continued intent of Congress in its support of the rural electrification program needs. 

To offset the obvious and demonstrable handicaps of serving the rural areas, certain 
equalizers were provided so that this gap might indeed be closed. The Federal 
government provided technical assistance and favorable financing. The rural people 
themselves provided the equalizer of non-profit cooperative operation. 

Although understandably H.R. 3050 does not attempt to deal with all of the problems 
facing the rural electric systems today, it does deal with the need to preserve a source of 
financing on the most favorable basis realistically possible under present circumstances. 

By proposing to convert the initial assets of the Revolving Fund into continuing capital of 
the Fund and avoid the presently scheduled depletion of the Fund beginning in 1993, it 
would provide urgently needed support for the Fund's future ability to meet the loan 
needs of the distribution cooperatives. By authorizing the' Administrator of REA to make 
upward adjustments on interest rates on new insured loans as needed to maintain the 
balance between interest income and interest expense of the Fund, it would provide a 
mechanism to prevent the Fund from devouring itself to meet its interest costs. 
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These are important steps essential to the preservation of a favorable financing aource 
for the distribution systems in their efforts to meet the service needs of their areas at 
costs which can once again hold forth the promise of closing the gap betvveen rural and 
urban rates. 

For those rural borrowers requiring special assistance to overcome extreme handicaps 
stemming from low consumer density, natural disaster, unusually low consumer income In 
the area served, or other extraordinary hardships, there is quite properly provided a 
special rate of interest tailored to the needs of the borrower. To the extent that this 
rate falls below the standard rate charged by the Fund, the Secretary of Agricuiture is 
authorized and directed to seek reimbursement of the difference through the annual 
appropriation process. 

These proposals are a sound and constructive blueprint for preserving the Revolving Fund 
for both electric and telephone borrowers as a future source of financing at a reasonable 
interest rate. 

I am sure these sections of the Bill will be addressed in greater detail by other witnesses. 

I should like to say in passing, however, that the willingness of the leadership of the 
REA-financed systems to accept the modest increase in interest rates which may be 
required under this proposal in order to balance interest receipts with the interest coats 
of the Fund likewise reflects the constructive and most commendable spirit vvith which 
the cooperatives have approached this problem. 
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What we are dealing with here is not only the continued viability of REA financing, but 
also the cost of that financing. The proposed package for t>alancing the Revolving Fund, 
while involving some increase over the present 3 percent rate on direct insured loans, 
still holds forth the promise of rates substantially below the open money makret. 

There is. however, an urgent need to deal with the high interest rates which have been 
required dn the guaranteed loan program, the source of G&T financing. 

These interest rates are placing the entire REA electric program and its objectives in 
jeopardy. 

At the close of 1982. the total loan advances outstanding in the REA electric program 
amounted to $32.3 billion. The total annual interest bill on these obligations is $1.3 
billion. Of that amount. $910 million is the interest bill of GAT cooperatives. That 
amounts to 12 mills per kilowatt hour of power produced for interest alone. And it is 
going higher as new facilities come on line financed at the recent high interest rates that 
have plagued the economy in the past five years. 

I have already alluded to the dominance of wholesale power costs in the ultimate cost of 
electric service to the rural consumer. Since 1973. the G&T cooperatives have been 
solely dependent upon the guaranteed loan program of REA. The impact of high interest 
rates on GAT loans under the guaranteed program is obvious. Individual G&T 
cooperatives are finding that their interest costs are running 30 to 40 percent of their 
total operating costs, rivaling and sometimes exceeding even fuel as the major cost 
factor in wholesale power production. 
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With interest rates on the guaranteed loans having been at high as 12 to 15 percent in 
1981 and not much below that today, the interest burdens facing the GAT*s promise to 
reach even greater severity unless refinancing is possible as these rates moderate in the 
future. 

A reduction of a single percentage point in the average interest rate for the 
REA-financed GATs would mean an annual saving of $206 million, based on the current 
level of advances, or 2.6 mills per kilowatt hour produced. 

Something must be done to bring the interest cost in wholesale power supply down to 
levels consistent with the overall parity objectives of the rural electrification program. 
This Bill opens the door to this possibility. The refinancing authority it contains is one of 
its greatest virtues. 

I call the Committee's attention to Section 5 and Section 7 (4) of the Bill which opens the 
way for the future refinancing of existing obligations in both the insured and guaranteed 
loan programs if and when interest rates come down to more reasonable levels. This 
authority would help the Administrator keep interest costs of the Revolving Fund down in 
the future and hence ease the need for upward adjustnnent of interest rates on insured 
loans. It would be of even greater impact, however, in permitting readjustment of 
interest costs on the greater debt volume incurred by the G&T cooperatives through the 
guaranteed loan program. 
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The past decade has been a difficult time for the entire electric utility industry. 
Escalating fuel costs flowing from the first Arab oil embargo in 1973 and 1974, 
intensified public requirements for the protection of the natural environment from the 
effects of generating and transmitting electric power, a vacillating public policy in the 
development of nuclear energy as it sought to respond to popular fears and protests, and 
the multiplying procedural requirements and delays to get all this done have had a 
devastating effect upon the ability of electric utilities of all kinds to plan and finance 
needed additions to their facilities. 

It has been a particularly difficult time for the rural electric systems because they have 
been forced by circumstances to shoulder a much larger portion of their own power 
supply at this time of drastically higher costs. They have had a smaller capacity base to 
absorb and dilute the cost effects of these recent high-cost increments. As a result, the 
impact on their rates has been more severe than in the industry at large. 

Add to all this the unprecedented explosion of interest rates of the last five years, and 
you have the rough outline of the crisis rural electrification faces today. After years of 
declining rates and progress toward closing the gap between rural and urban based 
service, the gap is now widening. And it is being felt at the grass roots level, as 
mounting consumer complaints and unrest attest. 

The legislation before this Committee today is sorely needed to stabilize the Revolving 
Fund as a continuing source of financing for the distribution systems and an opening 
wedge for refinancing excessive capital costs of their wholesale power organizations. 

The alternative, I fear, is the continued erosion of and ultimate destruction of the hope 
for electric service in rural areas comparable in quality and cost to that enjoyed by 
adjacent urban oriented service areas. 

This, if it is allowed to happen, would be a national tragedy. 
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TESTIMONY OF ROBERT W. FERAGEN 

BEFORE THE HOUSE OF REPRESENTATIVES SUBCOMMITTEE 

ON CONSERVATION, CREDIT, AND RURAL DEVELOPMENT 

October 5, 1983 

Mr. Chairman and menibers of the Committee, my name Is Robert 
Feragen. I am Manager of the Administrative Services Division at 
East River Electric Power Cooperative, Madison, South Dakota. During 
President Carter's term I appeared before this Committee as 
Administrator of the Rural Electrification Administration. I appre- 
ciate yiery much the opportunity to appear before you again to make a 
statement in strong support of HR 3050, the "Rural Electric and 
Telephone Revolving Fund Self Sufficiency Act of 1983." 

I believe the basic question before Congress in considering 
these proposed modifications to the Rural Electrification Act is 
whether or not to preserve the fundamental relationship between 
Congress and the rural electrification program. I have observed over 
the twenty years I have been associated with this program that those 
who oppose continuation of the program — whether because of economic 
theory or political philosophy — first want to sever the program from 
Congressional oversight. And although there have been good years and 
lean years during the history of the program, the Congress — 
including members from both political parties — have consistently 
supported this fundamental relationship because they knew the value of 
rural electrification to rural America. 

Soon after becoming REA Administrator in October, 1979, I became 
aware of the problem faced by the insured loan program based upon the 
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Revolving Fund. My staff and I knew that It could not long be 
sustained If the level of 5% loan needs were to be maintained at the 
levels set by Congress and at the same time had to pay 13% and 14% for 
Certificates of Beneficial Ownership as obligations of the Fund to the 
Treasury for about one-half of the loan needs. A floating rate on 
Insured loans to REA borrowers appeared to be the most direct way to 
maintain loan levels and solve the problem without seeking 
appropriations again. We sought the counsel of program leaders and 
urged early attention to preserving the Revolving Fund. It was gra- 
tifying to me that the NRECA Board of Directors decided to appoint a 
committee to study the matter carefully and to prepare recommendations 
for them and the membership. I was also yery pleased and honored to 
have been a part of the work of the NRECA Committee on Financing for 
the Future. That Committee's recommendations, adopted by the mem- 
bership, are carefully reflected in HR 3050. I strongly urge Its 
passage as being essential to a rural electrification program able to 
maintain the objectives of area coverage, non-profit operations, and 
basic rural areas development. 

In North Dakota and South Dakota — my native and nurturing states 
respectively — many rural systems continue to provide area coverage 
electric service with fewer than one consumer per mile of line. Three 
to four consumers per mile are the most dense service areas we have. 
All these systems must have REA loan programs to survive because the 
already high Interest costs paid through their wholesale rates, 
together with their own Interest costs would become Impossibly high if 
these systems were asked to depend solely or largely upon private 
sources of capital. 
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Over the forty eight years of the rural electrification program, 
men and woflien in rural America have built institutions run by local 
people and serving local needs. Rural electrification has enriched 
rural connunities, not individuals. In itself it has been a superla- 
tive rural development program. But in addition, many local coopera- 
tives actively work for broader rural development, such as 
establishment of rural water systems. People who claim that the work 
of rural electrification is over do not know or live in rural areas. 
We must preserve these objectives by preserving the program as it has 
been successfully conducted all these years. That means the continued 
involvement of Congress in decisions about REA loan levels, rural area 
needs, and resource development. HR 3050 assures that relationship 
for the foreseeable future and Its successful adoption will signal to 
rural Americans that it is not to be abandoned to even higher electric 
energy costs because of higher interest costs. 

There are three major points about the rural electrification 
program's needs today upon which I wish to comment. First, as the mem- 
bers of this committee are aware, rural electric consumers bear a monu- 
mental burden of interest costs in their electric bills. To claim 
otherwise is to Ignore the structure of rural electric cooperatives and 
the fact that it Is rural people, not the utility systems which pay 
the costs. In the Missouri Basin we operate rural electric cooperatives 
on a three tiered basis: (1) the local distribution cooperatives, and 
(2) generation and transmission (6 & T) cooperatives which the distribu- 
tion systems organized for the purpose of transmitting bulk power to 
these local systems, and (3) the G & Ts In their turn organized Basin 
Electric Power Cooperative, with headquarters in Bismarck, N.O., as a 
regional generating cooperative which builds and operates power 
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production facilities. The cooperatives at each level have a burden 
of interest costs which become part of their rates. Basin Electric, 
because it is not eligible for insured loans under loan criteria which 
has been in effect for ten years, must finance facilities through the use 
of the REA guaranteed loan program. High interest costs in excess of 
10% which have persisted over the past five years are paid by the con- 
sumer at the end of the line. There is nothing complicated about that 
fact. 

The distribution systems which purchase all their wholesale power 
from East River typically have wholesale power costs which represent 
60% or more of their total operating costs. An unbelievable 34% of 
the East River power bill to its member systems is interest cost -- that 
reflects the amount which Basin Electric and East River add into their 
rates to cover the cost of borrowing money. 

The major impact of interest costs is felt from those costs asso- 
ciated with the large investments required for generating plants. 
Basin Electric 's interest costs as a percentage of its wholesale power 
rate have increased dramatically over the years, as can be seen in the 
following: 



1966 


11.5% 


1970 


9.9% 


1975 


5.4% 


1980 


17.6% 


1981 


30.4% 


1982 


35.7% 



No one should diminish the importance of this fact. It is 
experienced by every rural electric system in the country, whether the 
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Interest cost Is coining from an REA borrower, 6 & T supplier, or from a 
private utility. The high Interest costs are in the rates which the 
consumers pay. Therefore, It is not correct to say that because the 
distribution systems are eligible for 5% loans at the present time 
that the rural electric systems are getting by cheaply on the cost of 
money. The big investments, and the biggest impacts on rates are the 
market level rates being paid by the power suppliers and Included in 
wholesale power costs. 

Therefore, I must conclude that to relieve this burden Congress 
should pursue e>tery means open to it to reduce interest costs in this 
country. Congress can also alleviate part of the problem which the 6 & Ts 
confront with the present REA loan guarantees that are funded by the 
Federal Finance Bank. To date the cooperatives have had to make long 
term commitments to loans at high interest rates. Congress could ease 
this burden by making certain that the provisions for refinancing 
guaranteed loans are retained in HR 3050. A mandate of this kind by 
Congress, formalized In legislation, will have the greatest stabi- 
lizing effect upon the Interest cost burdens of rural electric systems 
of any other single aspect of the proposed legislation. 

Having stressed the Importance of the refinancing provision, I 
also believe the proposals in HR 3050 dealing with Revolving Fund 
problems are of ^ery great significance. First, this act will mean 
that Congress will continue to maintain its relationship with the 
program as I discussed earlier; and second, it will make the Revolving 
Fund a permanent and vital tool for financing rural electrification 
without resorting to appropriations. 



Digitized by 



Google 



293 



I understand that opponents of this legislation argue that the 
Fund is being bailed out of an obligation to Treasury — the 
repayment obligation being a provision Congress included in the 1973 
amendments. This Congress can determine, as I urge it to do, that the 
government has decided to retain for itself the Revolving Fund in the 
Rural Electrification Administration. It is no bail out. The U.S. 
government continues to own and control the assets of the Revolving 
Fund. Congress should decide that this is an appropriate decision in 
1983 because the purposes the Fund serves in rural America are far too 
important to the country to change. 

Newspaper articles encouraged by opponents make it seem that the 
rural electric systems are defaglting on loans when in fact the rural 
electric systems have a perfect record of repayment of their loans. 
Congress should make it clear by this bill that it recognizes that 
good record and wants to continue its interest in rural electrifica- 
tion by making a permanent capitalization of these assets of the 
Revolving Fund. 

Finally I bring an appeal to the Committee from those areas and 
electric systems confronting conditions much like the earliest and 
most difficult days of rural electrification — areas of low popula- 
tion density, areas economically depressed, and those parts of the 
country frequently hit by devastating storms which level the rural 
electric systems. Availability of a special interest rate was 
recognized by the Study Committee and the membership of NRECA as vital 
to the program. The present draft of HR 3050 leaves special interest 
loans entirely to the discretion of the Administrator. Congress 
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should mandate that special interest loans be made when systems meet 
the criteria set by it in the legislation. 

Congress has recognized the need in the past for special interest 
rate loans and has dealt fairly with those systems requiring them. I 
don't believe that systems needing special loans ought to have to 
lobby their congressman eyiery time an emergency arises in order to 
encourage the Administrator to make a special interest loan. The same 
should apply when a system is serving less than two consumers per mile 
and require loan funds to maintain reasonable costs in their opera- 
tions. We are not talking about the needs of all systems. We are 
talking about special needs. The cooperatives in my part of the 
country ~ South Dakota, North Dakota, Nebraska, Montana — and also 
those in Alaska, New Mexico, and Texas have all passed resolutions 
requesting Congress to mandate a special interest program in this 
legislation because it is still needed. We believe Congress should 
mandate that at least some of the resources of the newly capitalized 
Revolving Fund be used each year to serve the special loan needs of 
these systems. I urge this Committee to modify the proposed language 
of HR 3050 to make a special interest loan program mandatory under 
criteria determined by Congress. 

Mr. Chairman, thank you again for this opportunity to appear 
before you. I am grateful for being associated with REA and the rural 
electrification program and I and other rural people are grateful to 
this Committee and Congress for your continued support of the REA 
program. 

+ + + ■»■■»■ + ■»■ 



Digitized by 



Google 



295 

TESTIMONY BY 
THE HONORABLE RICHARD DURBIN 

Mr. Chairman^ the proposed amendments to the Rural 
Electrification Acts are needed to allow the continued operation 
OF the REA financing programs. It is true that the amendments 

WILL increase the FINANCING COSTS FOR THE PROGRAMS^ BUT I THINK 
THAT THE BIPARTISAN SUPPORT FOR THESE PROVISIONS INDICATES THAT 
WE HAVE A WELL-BALANCED> WELL-CONSTRUCTED BILL. 

I COSPONSORED H.R. 3050 BECAUSE I THINK THAT THE PROBLEMS 
FACING today's FARMERS AND RURAL AMERICANS HAVE CHANGED SINCE 
THE REVOLVING FUND WAS FIRST ESTABLISHED IN 1973. At THAT TIME^ 

Congress recognized that there was a need to assure long-term> 

RELIABLE AND AFFORDABLE SERVICES TO RURAL AREAS. It WAS OBVIOUS 
that THE COOPERATIVES DIDN'T WANT THE GUARANTEED LOANS TO MAKE 
A PROFIT FOR THEIR MEMBERS — THEY NEEDED THE ELECTRICITY AND 
TELEPHONE SERVICE TO RUN THEIR FARMS AND TO KEEP IN TOUCH WITH 
THE OUTSIDE WORLD. AnD^ SINCE THEY LIVED AND WORKED IN SPARSELY- 
POPULATED AREAS> THEY KNEW THAT THE ONLY WAY TO BE SURE OF 
CONTINUOUS^ DEPENDABLE SERVICE^ WAS TO BAND TOGETHER AND JOINTLY 
OWN THE ELECTRIC AND TELEPHONE SYSTEMS. 

In 1973. Congress recognized the need to upgrade the REA 

FINANCING programs TO MEET THE NEEDS OF THESE RURAL COOPERATIVES. 

h0w> after several years of rising interest rates and increasing 
fuel costs. it is time to reevaluate the program once again. 

Because of the depression in the agricultural economy and. 
also. due to higher interest rates. the demand for rea financing 

HAS BEEN GREAT. In ORDER TO OFFER A 5 PERCENT INTEREST RATE 
TO ITS BORROWERS. THE REA HAD TO BORROW AT RATES WHICH EXCEEDED 
10 PERCENT. 
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NoW/ THE SOLVENCY OF THE FINANCING SYSTEM IS THREATENED. 
H.R. 3050 ADDRESSES THIS PROBLEM BY ALLOWING THE REA ADMINISTRATOR 
TO SET INTEREST RATES ON NEW LOANS AT LEVELS ABOVE 5 PERCENT. 

This will make it possible for the REA to cover the cost of 

INTEREST ON THE CAPITAL IT BORROWED. ALTHOUGH THE COSTS FOR 
THE REA BORROWERS WILL INCREASE^ THE MAJORITY OF THE 25 MILLION 
COOPERATIVE MEMBERS ACROSS THE COUNTRY ARE WILLING TO BEAR THE 
ADDITIONAL COSTS. ThEY KNOW THAT THIS MEASURE WILL HELP ASSURE 

the future dependability of the financing system. 

This legislation also calls for a conversion of funds 
appropriated for rea lending prior to 1973 into a permanent 
FUND. This money will be a stable source of capital for the 

FINANCING PROGRAM. MOREOVER/ THE CREATION OF THIS PERMANENT 
FUND WILL NOT REQUIRE ANY OUTLAYS BY THE FEDERAL TREASURY. 

I WOULD LIKE TO POINT OUT THAT THIS BILL DOES NOT THROW 
taxpayers' money AT A PROBLEM. ACTUALLY^ IF ENACTED^ QUITE THE 

reverse would occur: cooperative members seeking rea financing 
would probably have to pay higher interest rates than before. 

We must remember the setting of which we are referring 
when we speak of the rural electrification and telephone systems. 

It is THE STUFF OF A WyETH PAINTING^ OR A WESTERN LANDSCAPE; 
FARM COUNTRY AS WELL AS THE QUIET RECREATIONAL SPOTS THAT SO 
MANY OF US LOVE FOR VACATIONS. AlL OF THESE LOCATIONS NEED TO 
BE CONNECTED TO A CENTRAL SERVICE SYSTEM. BUT^ IT ISN'T EASY 
TO BUILD LINES ACROSS FIELDS^ IN ROUGH TERRAIN^ OR IN THE 
MOUNTAINS. AnD/ IT ISN'T EASY TO MAINTAIN THOSE LINES AND POLES. 
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BUT^ FOR THE PEOPLE WHO DAY- IN AND DAY-OUT DEPEND ON THE 
ELECTRICITY AND TELEPHONE SERVICES PROVIDED BY THESE SYSTEMS/ IT 
IS ABSOLUTELY IMPERATIVE THAT THESE STRUCTURES BE MAINTAINED. 
If WE WANT FARMERS TO CONTINUE TO PRODUCE OUR FOOD AT REASONABLE 

prices/ we have to guarantee the continuation of dependable 
rea financing programs. 

h.r. 3050 is a widely supported initiative which will allow 
the rea financing to continue. i hope that the subcommittee can 
promptly take action to report this bill. 

Thank you. 
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Statement of Charles B. Gill, Governor 

National Rural Utilities Cooperative Finance Corporation 

to the 

House Agriculture Sub- Commit tee on Conservation, 

Credit and Rural Development 

October 5, 1983 

on H.R. 3050, Rural Electrification and Telephone Revolving 

Fund Self-sufficiency Act of 1983 

Mr. Chairman, and members of the Committee, my name is Charles 
B. Gill. I am the Chief Executive Officer of the National Rural 
Utilities Cooperative Finance Corporation, which is generally 
referred to as CFC. I appreciate the opportunity to discuss the 
cunendments to the Rural Electrification Act proposed in H.R. 3050. 

As President Vann has stated, CFC was incorporated in 1969 by 
the rural electric cooperatives to provide financing which would be 
supplemental to loans from the Rural Electrification Administration. 

The need for an additional source of financing for the rural 
electric systems, other than REA, became quite clear during the 
latter part of the 1960s. After several studies, which were 
initiated by the rural ielectric systems, it was the consensus that 
the roost efficient and economical means of securing the needed 
additional capital would be the creation of a self-help supplemental 
financing organization owned and controlled by the rural electric 
systems. With the establishment of CFC, the REA Administrator 
adopted a new policy which required applicants for loans to obtain 
a portion of their capital requirements "from a financial institution 
other than REA. " He also promulgated criteria for determining 
eligibility for such concurrent loans and provided for their 
periodic review and adjustment. 

Our first long-term loans were made concurrently with REA loans 
in February 1971. Since that time, CFC has approved over 3,700 
long-term loans to distribution and power supply systems concurrently 
with REA loans. We have also made more than 100 long-term 100% 
loans to CFC members. As of August 31, 1983, approximately $1.8- 
billion in long-term CFC loans were outstanding and $584-million in 
long-term commitments were unadvanced. 

In the last three years, CFC has approved, on average, about 
250 long-term loans concurrently with REA loans. The majority of 
CFC's loans are for 30% of the capital required and have totaled 
approximately $250- to 300-million each year. 

The availability of long-term financing continues to be of 
vital importance to the rural electric program. Under present 
criteria, REA is providing approximately 72% of all of the long- 
term loans made annually to distribution systems. The REA loans 
are funded from the Rural Electric and Telephone Revolving Fund 
and the amendments proposed in H.R. 3050 to authorize the REA 
Administrator to adjust interest rates on new loans should assure 
that the fund will continue to function as a viable financing 
source for REA loans* CFC interest rates are reviewed at each 
meeting of the Board of Directors and adjusted to reflect cost of 
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long-term CFC funds. Our long-term interest rates have been as 
low as 7% and were as high as 14%. They currently are 11%%. 

CFC obtains funds to make advances on its loan commitments 
from several sources. These include proceeds from the sale of 
collateral trust bonds, the Capital Term Certificate "equity" 
investments made by CFC members, and patronage capital. 

To date, CFC has marketed approximately $l-billion of collatera 
trust bonds in 13 bond issues which have maturities ranging from 
7 to 35 years at interest rates from 7.4% to 14-7/8%, In the 11 
years that CFC has been selling bonds in the market, they have 
received increasing acceptance by the investment community and 
are presently rated by major rating agencies as AA (Standard & 
Poor ' s ) and AA3 (Moody ' s ) . 

In addition to long-term loans, CFC provides short-term and 
intermediate- term loans. These programs play a most important 
role in enabling our members to make the most efficient use of 
their financial resources, while carrying out their utility 
responsibilities within their service areas. 

Short-term loans (lines of credit) provide members with 
commitments for periods of up to twelve months. Through this 
program, CFC members are assured of a readily available source 
of funds to meet current cash flow needs. Currently, CFC has 
about $600-million outstanding in short-term loans. 

Intermediate- term loans are made for periods of up to five 
years. These loans are utilized primarily by power supply systems 
for "front-end" financing required in the planning, design and 
early construction phases of bulk power supply projects until such 
time as long-term funding becomes available. The proceeds of 
intermediate-term loans are used to finance such requirements as 
engineering, environmental and feasibility studies, site acquisi- 
tions, fuel procurement, progress, payments on equipment purchases, 
initial funding of construction, and funding requirements of power 
supply systems for joint participation with investor-owned utilities 
in bulk power supply projects. CFC has approximately $150-million 
outstanding in intermediate- term loans. In the recent past, the 
amount outstanding of such intermediate- term loans has been as 
high as $450-million. 

In addition to its direct loan progreuns, CFC also provides for 
guarantees of long-term and short-term tax-exempt industrial 
development revenue bonds which are sold to finance the construc- 
tion or acquisition of pollution control facilities installed in a 
member's power generating plant or to finance the acquisition of 
headquarters or service buildings. The credit support added by 
the CFC guarantee makes the t2uc-exempt funds available at the 
lowest possible interest cost. The major rating bureaus have 
recently upgraded the ratings on CFC guaranteed bonds and they 
presently are rated Al by Moody's and AA- by Standard & Poor's. 
CFC has provided such guarantees for about $l,3''billion of long- 
term and interim-term bonds and tax-exempt commercial paper notes. 
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More recently, CFC has also provided approximately $600-million 
in credit support to enable its members to participate in lease 
transactions. 

From 1973 to 1982, loan commitments have been made to rural 
electric power supply and distribution systems totaling about 
$42.6-billion. Of this amount, ne2u:ly $3.1-billion have been 
supplied by non-governmental lenders. 

Nearly all of the loan commitments from the private lenders 
have been made concurrently with the lo2m and guar 2m tee commitments 
from REA. In this regard, REA has been following the statement of 
Congressional policy contained in the 1973 amendments to the RE Act, 
which said "... rural electric and telephone systems should be 
encouraged and assisted to develop their resources and ability to 
achieve the financial strength needed to enable them to satisfy 
their credit needs from their awn financial organization and other 
sources at reason2d:>le rates and terms consistent with the loan 
applicant's ability to pay and achievement of the Act's objectives." 

From the beginning of the supplemental loan program in 1971, 
CFC loans to its members were secured pari passu with the REA loans. 
CFC has a shared first mortgage position in proportion to the 
amount of its loan to the total borrowing of its member. 

Section 306 of the 1973 RE Act amendments authorized the REA 
Administrator to guarantee loans and to accommodate or subordinate 
the liens of mortgages held by the REA Administrator. In its report 
(H.R. 93-91, page 10), this Committee stated: • 

"The Administrator is also expressly empowered to 
accomroodate and subordinate mortgages in the fund, 
whether the mortgages are held by the government as 
owner or as trustee or custodian for investors who 
have purchased the notes secured by such mortgages. 
While established legal principles support the 
Administrator's existing power to waive or modify 
the government's security rights, explicit statutory 
authority in the bill to accommodate and subordinate 
government mortgages is intended to emphasize the 
discretionary authority of the Administrator to so 
accommodate and subordinate where it would effectuate 
the purposes of the legislation. 

"These authorities to guaremtee, accommodate and 
subordinate are expected to be exercised by the Admin- 
istrator for the purpose of facilitating and supporting 
the ability of systems to borrow from non-REA lenders 
at reasonable and competitive rates and terms where 
their borrowing needs are beyond the resources made 
available for REA loans under the bill." 
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CFC members, particularly power supply systems, found it 
necessary tc borrow aubstantial amounts of money to carry on 
engineering, environmental and economic studies in order to 
proceed with plans for building generating facilities In many 
instances they were required to make subs tan tial investments to 
assure adequate fuel supply and acceptable sites for the generating 
stations. Under REA policy and proced^ires, long-term funding is 
not available until the Administrator » among other things, makes a 
finding as to the feasiblity and necessity of a power project. 
Therefore, the systems found it necessary to borrow large amounts 
of money, prior to receiving final REA loan approval, for as long 
as two to three years. To obtain the funds for these developmental 
activities, the pOwer supply aysteirts turned to CFC for "front-end" 
financing. CFC made these intemvedi ate- term loans subject to REA's 
approval of a lien accommodation to provide CFC security. In May, 
1^76, REA prepared Notes on Front-end Financing of Power Supply 
Facilities to be used by the REA staff in processing recommendationa 
for the Administrator's consideration and action in connection with 
requests from CFC for lien accommodations to secure its loans. 

The guidelines contained in the REA "n^^i^p *-^q.ji^f^ ^ ffr^i^ng 
be made that the system borrowing funds from a private lender will 
have adequate security to cover its obligations in the event the 
project is aborted. In analyzing the financial condition of a 
borrower, REA does not focus on the economic feasibility of the 
system's continued operation, but does place great ryt^vi^-t- on whether 
sufficient assets would be available for REA to obtain full payment 
of its Qutatandinq debt if foreclosure should be necessary , REA 
staff have been instructed to measure the net worth ("nuts and bolts" 
figure) by calculating the present value of the physical assets 
through application of the Handy Whitman index to determine the 
current depreciated replacement value of the physical assets. 

REA has stated that, in the absence of precedents to indicate 
the value of revenue flows assured by the 40 year all-requirements 
power contracts that distribution systems have with their power 
supply system the more tangible elements of security should be 
calculated and totaled before undertaking a determination of the 
value to be ascribed to member contracts. 

It should be noted that the granting of lien accommodations 
permits a lender to have the benefit of mortgage security for its 
loan. This includes not only a security interest in the physical 
assets of the borrower but also is applicable to any additional 
property acquired by the system and rights to the revenue flows 
arising from the operations of the system. In negotiations with 
REA concerning specific requests for lien accommodation to provide 
security for CFC loans we have found that REA has consistently 
adopted a rigid position focusing exclusively on the need to make 
findings that adequate physical security" is available and that 
there is a "compensating benefit" for the government. 
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As a result of this restricted interpretation with regard to 
granting of lien accommodations, CFC's ability to implement programs 
which would reduce costs to its members has been blocked. The 
requirement that each transaction demonstrate that grzmting a lien 
accommodation would result in a "compensating benefit" to the 
government has prevented rural electric systems, with the assistamce 
of CFC, from putting into effect business arrangements which would 
result in a reduction of costs of operation. This in turn would 
have benefited the rural electric consumer in the form of lower 
power rates. An excunple of one such instance involved a power 
supply system which was operating a strip mine to provide coal 
for its power plant. The system is required by law to meet state 
land recl2unation standards. To assure that the power supply system 
carries out these responsibilities, the state agency requires 
posting of a bond in an amount which would be sufficient to reclaim 
the land in accordance with state standards. CFC developed a 
guarantee program which would have been at a minimal cost to the 
system to provide the assurance to the state that the power supply 
system would have access to the funds. The CFC progr^un was structured 
to provide that as a condition of such a guarantee, it would receive 
a lien accommodation on the property of the system to take affect 
only if CFC were called upon to provide financing under the guarantee. 
REA refused to approve this guarantee arrangement and the granting 
of lien accommodations. As a result, the power supply system has 
been required to pay large annual fees to bonding companies to meet 
the requirements of the state reclamation agencies. 

In our judgment, the efforts of the rural electric systems to 
follow the Congressional policy of encouraging borrowing from non- 
REA lenders at reasonable, competitive rates and terms is being 
frustrated. 

The rural electric systems began their operations completely 
dependent upon securing all of their financing through the REA loan 
program. Accordingly, under the terms of the mortgage with the 
Government, all of the assets that they own or which they might 
acquire in the future are pledged to the Federal Government. The 
most feasible way of introducing non- Government capital into this 
program is through the liberal use of lien accommodations and the 
establishment of reasonable guidelines for granting such lien 
accommodations. We strongly believe that it would be most advzm- 
tageous for both the rural electric systems and the Federal 
Government if the Administrator would conduct the REA programs 
consistent with the 1973 statement of Congressional policy. 

The provisions of H.R. 3050 which would amend Section 306 of 
the RE Act would make it clear that the REA Administrator can grant 
a lien accommodation on a finding of economic feasibility of the 
operation of a borrower's system. This could be assurance that the 
system would receive adequate revenue through the sale of power and 
the borrower has, or will have, the ability to repay all. indebtedness 
on the system. To reinforce this provision, we urge the Committee 
to include in its report on this legislation a specific directive 
that it would expect the REA Administrator and' staff to carry out 
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the intent of this amendment so that other lenders will be able to 
provide £in2mcing at reasonable rates and terms. 

We believe that the directive which the Congress urged the 
Administrator to follow, as described in the statement of legislative 
intent in the 1973 amendments to the Rural Electrification Act, has 
not been carried out. Therefore, we believe it is necessary for 
this directive to be expressed in legislation, which is the purpose 
of the amendment to Section 306 of the Rural Electrification Act 
contained in H.R. 3050. The thrust of this amendment is consistent 
with the rationale which has been followed for many years to support 
debt financing for municipal utilities. Bonds issued by municipal 
utilities are supported entirely by the revenues produced from 
their operations. The investment community has recognized that 
economic feasibility is a valid test in determining the quality 
of the bonds and rate them accordingly. We believe the directive 
proposed in this cimendment would insure the creation of a sound 
public and private partnership for the rural electrification 
progreun. 
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STATEMENT OF ROBERT R. EDMISTON 
PRINCIPAL, LEHMAN BROTHERS KUHN LOEB INCX>RPORATED 
INVESTMENT BANKERS, NEW YORK 

Before the House Committee on Agriculture; Subcommittee 
on Conservation f Credit and Rural Development 

October 5, 1983 

Mr. Chairman and Members of the Comnittee: 

I appreciate this opportunity to discuss various aspects 
of private market financing for rural electric cooperatives. 
My firm, Lehman Brothers Kuhn Loeb Incorporated, has been 
closely identified with the financing of rural electric coop- 
eratives for almost two decades. It has served as principal 
investment banker for National Rural Utilities Cooperative 
Finance Corporation ("CFC") since its founding fourteen years 
ago. My primary responsibility for the past seven years has 
been the providing of various investment banking services to 
rural electric cooperatives principally through CFC. 

Development of Private Market Financing for Rural Electric 
Cooperatives 

The rural electrification progrzun is about to enter its 
sixth decade having underteUcen to render a continuing public 
service, essential to the health, safety and livelihood of 
their rural member consumers. It is a proud record of achieve- 
ment. Government support has been used intelligently and with 
integrity to build a sound industry of over 1,000 electric util- 
ity systems. Also, these utility systems have not been satis- 
fied to rely solely on government financing; beginning fifteen 
years ago, they instituted a "self-help" effort %rhich resulted 
in the formation of National Rural Utilities Cooperative Finance 
Corporation ("CFC") as an independently financed, membership- 
owned institution to supplement the federal financing program. 
This unique financial intermediary has been the principal means 
by which rural electric cooperatives have accessed the private 
capital markets. CFC now has in place loans, commitments and 
guarantees of approximately $7.1 billion. 

CFC, created in 1969, was an untried and untested financial 
institution that had one overriding objective; to provide its 
members with reliable and cost effective access to private 
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capital markets in order to supplement the Rural Electri- 
fication Administration ("REA") progrzun. Fundamental to 
the achievement of this objective was the realization that 
the rural electric systems could obtain capital at a lower 
cost by working together than they could by marketing their 
credits individually. 

Prior to the formation of CFC, non-REA financing was 
rather modest. As far back as 1968, the 28 distribution 
cooperatives in Ohio coxDbined in Buckeye Power, Inc. to 
finemce a 615mw coal fired unit. The unit cost $72,000,000 
and the sale of $62,000,000 of first mortgage debt to a 
group of insurance conqpanies was the first time the rural 
electric cooperatives had entered the private capital market. 
The cooperatives at that time were a con^lete uknown to in- 
vestors. In the case of Buckeye, investors were able to 
place primary reliance for the credit-worthiness of the pro- 
ject on the fact that Ohio Power Con^emy, then an AA rated 
subsidiary of American Electric Power Co., was committed on 
a teUce or pay basis for all the output of the plant not uti- 
lized by the member cooperatives. 

In the early 1970 's the REA, CFC and private investors 
jointly financed the $125,000,000 Charleston Bottoms project 
in Kentucky. Outside first mortgage financing was obtained 
principally from insurance companies for 60% of project cost. 

CFC has, since the inception of its loan program in 1973, 
provided over $1.8 billion of long-term loans to REA borrowers, 
and has constituted by far the major source of private funds to 
supplement REA-insured loans to distribution cooperatives. 

The major source of financing for power supply cooperatives 
has been through the funding of REA guarantees by the Federal 
Financing Bank. Private-market financing by power supply coop- 
eratives to date exceeds in gross sunount that of distribution 
systems, and has been much more diversified in source of funding, 
with greater reliemce on direct issuance. Whereas all but a 
negligible eunount of supplemental financing for distribution 
systems was secured from CFC, significant sources of supple- 
mental funds for power supply cooperatives have been the tax- 
exenqpt pollution control revenue bond market, lease transactions, 
the Banks for Cooperatives and commercial banks. 

While CFC has not had as primary a role in power supply 
supplemental financing as it has for its distribution members. 
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its participation has been significant. CFC has provided 
to date approximately $150 million in direct long-term loans 
to power supply systems, and it has provided a total of $3 6 
billion in intermediate loans, principally to finance front- 
end expenditures for power plant construction. In addition 
CFC has provided its guarantee for approximately $12 billion 
of tax-exempt pollution control revenue bond financing. 

Several cooperatives have entered the tax-exempt market on 
their own credit while others have used credit support, gen- 
erally a commercial bank letter of credit. Directly-issued 
obligations of this type total about $1.2 billion. 

In the past several years power supply cooperatives in- 
creasingly have taken advantage of leasing, in various forms, 
to supplement conventional borrowing as a means of financing 
the acquisition of capital assets. 

Another source of private market borrowing for rural 
electric cooperatives has been the Bank for Cooperatives. At 
year end 1982 the Bank for Cooperatives had approximately $1.1 
billion consnitted to rural electric cooperatives Most of its 
loans have been made to power supply cooperatives for the pur- 
pose of funding REA guarantee coininitnients They have also pro- 
vided some short-term funding and lease guarantees for eligible 
power supply cooperatives, and a small amount of short and long- 
term loans have been made to distribution cooperatives. 

Rural electric cooperatives have steadily enlarged their 
participation in the private capital markets in recent years. 
Their securities are gaining increased market acceptance How* 
ever, the percentage of long-temi debt obtained outside the 
REA has not changed much in recent years as the REA annually 
continues to supply about 90% of long-term debt recjuireinent 
for the rural electric cooperatives. While the percentage has 
changed very little, there has been a tremendous exp&nsion of 
investment in power supply facilities by the cooperatives in all 
regions of the country to Xeep up with demand « Froin 19 7 3, when 
the KEA act was amended to authorize loan guarantees, throu^ 
1982, REA had guaranteed about $30 billion for power supply 
financing requirements* Thus while the increase in private mar- 
ket financing for cooperatives has been significant, its share 
of total long-term financing has been fairly constant in recent 
years because of the rapid growth of capital required. 

Market Acceptance of CFC 

We have witnessed a steady improvement in the quality of 
CFC, its credit rating and investor acceptemce of its obliga- 
tions. Its initial entry into the capital markets was in 1973 
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when it raised supplemental funds for distribution cooperatives 
by offering $50 million of its collateral trust bonds. At the 
outset, because it was a new and unique concept, untried in the 
market, its collateral trust bonds were given an A rating. Al- 
though this is an investment grade rating (the four investment 
grade categories are AAA, AA, A emd BBB) and the level of most 
of the investor-owned utilities at that time, CFC aspired to 
better. In 1975 one agency upgraded CFC to AA and in 1979 it 
became rated AA by both of the major credit rating agencies. 

To date CFC has raised $1 billion in the taxable or corporate 
bond market. These obligations are purchased primarily by pension 
funds, mutual funds and insurance companies, and enjoy widespread 
market acceptcince. There are active secondaury markets in many of 
of the individual issues CFC has offered. These obligations have 
on balance traded as a strong AA' credit. 

CFC*s credit rests on the quality of its member borrowers 
and the risks associated with amy financial intermediary. The 
recent decline in distribution cooperatives and CFC's interest 
coverage ratio has produced some pressure on the relative valua- 
tion of its debt by the market. Although these trends appear to 
have been arrested a res\3mption of these trends would impair 
CFC's ability to provide capital to its members at favorable 
rates. 

CFC has also been active in two other markets - the tax- 
exempt market and the taxcible commercial paper market. 

CFC's guarantee program for tax-exempt pollution control rev- 
enue bonds issued in connection with power projects totals $1.2 
billion. Such guarantees provide valuable support in attracting 
private (non-CFC) funding. Of the $1.2 billion CFC-guaranteed 
pollution bonds outstanding, approximately $300 million is for 
long-term bonds and $900 million is for short-term. During the 
recent period of historically high interest rates, their program 
has offered short term tax-exempt funding flexibility either 
through bank loans arranged by CFC, Bond Anticipation Notes of up 
to three years or tax-exempt commercial paper. These obligations 
have been widely marketed to individuals, money market funds, bank 
trust departments, insurance con^anies and bond funds. 

CFC's tax-exempt obligations are presently rated Al by Moody's 
Investors Service and AA- by Standard & Poor's Corporation having 
recently been upgraded from A2 and A+ respectively. 
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CFC issues comnercial paper — or unsecured promissory 
notes issued primarily by corporations for the purpose of 
raising short-term funds - to provide funds for short - and 
intermediate-term and variable rate long-term loans to neabers. 
CFC has been very successful in attracting a large volume of 
funds from this market. Outstandings at May 31, 1983 totaled 
$880 million and have been as high as $1.3 billion. Primary 
investors include CFC members, corporations, bank trust depart- 
ments and state and local governments. CFC's Commercial paper 
carries the highest ratings awarded by the rating agencies and 
trades at the most attractive rates available to any issuer 
in this market. 

The credit ratings emd market acceptance attained by CFC 
signifies many things. It shows that CFC was soundly conceived 
by its founders and that its organization and purpose has stood 
the test of time. It has demonstrated that it is being pru- 
dently and responsibly operated and managed. Finally it shows 
confidence in the sustained quality of CFC's member-borrowers 
and the excellent credit record of rural electric cooperatives 
since their inception. In the final analysis the fundamental 
credit and acceptance by the marketplace depends upon the quality 
of its loan portfolio. 

Real progress has been made in educating investors to under- 
stand not only the consuroer-o%imed cooperative philosophy but 
also many of the unique characteristics of rural electric coop- 
eratives. It is, however, a continuing process to maintain and 
enlarge market acceptance. 

Financial Conditions of Rural Electric Systems 

In the past 10 yeara the operating environment for the elec- 
tric utility industry has undergone draunatic change. Prior to 
this period the industry was relatively stable with the growth 
in demand for electricity highly predictable. 

All of that changed with the inflation and enormous increase 
in fuel costs that took plac^ iu the 1970 's. This in turn in- 
creased capital costs for nev* jeaerating plemt. We discovered the 
surprising price elasticity of --ilectrical energy demand and cut 
back on consumption. Consurners pressured managements and regula- 
tors to minimize rate increai^e^*^ and consecpiently the financial 
position of all utilities erodo-^. 

The events of recent years O'.eate a more than normal un- 
certainty to the outlook. Not only have the business risks in- 
creased but so too have the f J.r.'^jjAcial risks. Utilities have 
less to offer investors in an increasingly competitive, volatile 
and changing capital market. 
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Important measures of any enterprise's financial strength 
are its coverage ratios. These ratios relate the financial 
charges incurred by a company to its ability to meet these 
charges. The more important ratios, used extensively in the 
rural electric cooperative progrzun, are the times interest 
earned ratio (TIER) and the debt service coverage ratio 
(DSC) . TIER is the ratio of net margins plus interest in a 
reporting period to the interest charges for the period. The 
higher the ratio the stronger the financial condition. 

In 1982 the TIER ratio for the 802 CFC member distribution 
borrowers was 2.16 times. This may be contrasted to interest 
coverage ratios of approximately 2.9 times for the larger in- 
vestor-owned segment of the electric utility industry. Rural 
electric distribution cooperatives as a condition of their mort- 
gages with the REA are required to design rates that will result 
in a TIER of at least 1.50x. In addition, maintenance of these 
minimum ratios is a requirement of the CFC loan agreement. Mini- 
mums in investor-owned utility mortgages are 2.0 times and must 
be achieved prior to issuance of additional debt. Interest 
coverage ratios of CFC member distribution cooperatives have 
declined steadily the past ten years from a level of about 3.6 times 
in 1972 to 2.16 times in 1982. The same has been true of the 
investor-owned utilities which in the late 1960 's and early 1970 's 
attained coverage of 3.5 to 4.0 times. As a result there has been 
a continuous decline in credit ratings of investor-owned utilities 
from an average of AA to a weak A to strong BBB level today. 

Recent efforts to in^rove the financial position of rural 
electric distribution cooperatives have met with some success. 
However, current coverage ratios of the distribution cooperatives 
are barely adequate to assure the availability of supplemental 
capital at reasonable cost. 

Another measure of financial strength - the ratio of equity 
to total assets - has also declined. In 1972 CFC member distribu- 
tion cooperatives equity as a percentage of total assets was 34%, 
in 1982 it was 28%. 

These measures of financial strength have an important impact 
on the cibility of cooperatives to attract capital and the cost of 
that capital. Other importcint factors bearing on the cost emd 
availability of private market capital for rural electric coop- 
eratives are; 

• The magnitude of REA capital availability and the 
supervisory role deriving from conditions of the 
REA mortgage 
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• Prospective capital requirements and construction 
programs 

• Regulatory and legislative environments 

• Underlying economic base of the service areas 

• The strength of the power supply contract between 
the po%irer supply cooperative and its distribution 
members 

In assessing the credit position of rural electric coop- 
eratives and con^aring their position to that of enterprises 
that obtain all their capital from the private market, special 
emphasis must be placed on the degree of REA involvement, the 
amount of power supplied from their own generation capacity 
(40% for rural electric cooperatives versus 100% for investor- 
owned utilities) and the prospective level of capital require- 
ments. Omnipresent in any consideration of the financial con- 
dition of rural electric cooperatives is their especially dif- 
ficult and costly task of supplying electricity to the less 
densely populated areas of the country. This is exacerbated 
by the fact that demand for electricity in rural America has 
generally been growing at twice the rate for the rest of the 
country. This trend is forecast to continue in the future. 

The credit quality of the entire utility industry has de- 
clined in recent years and, on balance, the rural electric 
component due to its special characteristics is judged from 
a credit perspective to be wezUcer than the credit of the in- 
vestor-owned utility industry. As supplemental financing 
increases the financial standards of rural electric cooperatives 
may require modest improvement to assure access to capital on 
reasonable terms. 

In^ortance of REA Fincuicing to Assure Adequate Power for Rural 
Electric Cooperatives 

Basic to the assurance of a reliable supply of power is the 
availability of capital to finance needed plant additions. The 
securities market in recent years has become highly volatile with 
competition for funds — especially long-term funds — intensifying. 
Rapid and unexpected chamges in interest rates, and changes in in- 
vestor objectives have been revolutionizing our securities markets. 

A source of continuing concern is over the depth 'of the market 
for long-term debt maturities which the financing of utility plants 
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requires. The REA guaremtee funded through the Federal Financing 
B€mk offers loans of 35 years duration. This is the s£Uiie term 
which the REA progrcua has provided since the 1944 aiDendinents to 
the Rural Electrification Act. The entire finemcial structure 
of the industry is based upon a rate of amortization over 35 
years which coincides with the estimated useful life of the 
facilities. Sound utility fincuicing is premised on financing 
long lived. assets with long term funds. 

For power suppoy borrowers, access to the REA guarantees 
with funding through the Federal Fin2uicing Bank has provided 
favorable borrowing costs. However, the greatest benefit which 
REA has consistently provided to rural electric systems is guar- 
anteed availability of long term capital. 

Given the nature and magnitude of power supply rec[uirements 
($30 billion of guaremtees provided since 1973) we believe that 
without the REA guarantee program this volume of funds could not 
have been raised from the private market in the amounts and ma- 
turities required. 

Our Firm recently completed a study ( Report to Committee on 
Objectives and Planning of National Rural Utilities Cooperative 
Finance Corporation ) which emalyzed the expected capital needs 
of rural electric cooperatives and their ability to meet these 
requirements in the private capital market under various levels 
of government support. A summary of the conclusions of this 
report is appended. 

The Report excuoined tl^ie expected capital needs of power supply 
cooperatives over the next few years against assumed future levels 
of REA support. We concluded that if REA guarantee availability 
is not sufficient that \±.e private market could accommodate a 
portion but not all of the anticipated capital needs. Meaningful 
access to the private capital markets will have to be developed 
over a period of years and in the context of a strong continuing 
commitment during a monitored tr2uisition. 

It is inportant to note that if the development of supplemental 
financing for power supply cooperatives proceeds in an orderly man- 
ner, private market capital can be attracted without a substantial 
amd costly enhancement of rural electric financial standards. As 
noted in the Appendix, the means exists for power sypply systems 
to use a collective financing vehicle, similar to CFC, to achieve 
the greatest efficiency of access to the capital markets at the 
lowest cost through the pooling of individual power supply credits. 
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As rural electric cooperatives continue their efforts to 
enlarge their participation in the private markets, it is 
essential to offer investors adequate security for their loans. 
The government must be willing to equitably share its all encon- 
passing security interest with private lenders. The proposed 
amendment to Section 306 of the Rural Electrification Act, 
particularly with respect to the accommodation of liens of non- 
REA lenders, will facilitate and further the development of non- 
REA credit for rural electric cooperatives. 

Subordination will clearly enhance the creditworthiness of 
cooperatives. However, as in the case of lien acconmodations 
fairness also dictates that the position of the government not 
be unduly \feakened by subordination. Subordination of the 
security interest of the government in any loan should be care- 
fully considered and evaluated in a judicious manner. 

From the perspective of the private market lender, sub- 
ordination is a marked improvement in the security position of 
a prospective senior lender but does not diminish the necessity 
of the borrower to demonstrate the ability to meet debt service 
payments. The foremost consideration in credit evaluation is the 
consistent capacity to meet fixed payment obligations over a long 
period of time. While some will argue that subordinated debt is 
debt that serves as "equity" it is nonetheless debt accorded all 
the customary rights and protections of a debt instrument. 

Subordination enlarges private market capital access for 
rural electric cooperatives but it will have to be accompanied 
by a modest in^rovement in financial standards in order to 
meemingfully increase the proportion of capital obtained from 
this market. 
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APPENDIX 
REPORT TO 

COMMITTEE ON OBJECTIVES AND PLANNING 
OF 
NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION 

FINDINGS AND RANKING OP P1NANCING ALTERNATIVES 



TfM CommittM on Obfectivw and Planning CTht CommittacP*) of National 
Rtral Utilltiai Cooperatlvt PInanot Corporation C*CPC*) has widtrtakan a major 
ftudy o< tha f uturo capital rtqubamontt o< tha nral alectrilieatlon program and 
the potslblo moans by which thaso roquiromants can be met, with particular 
emphasis on financing altamativ«B to the Rural Electrification Administratioifs 
C^EA*0 present lending programs.' 

As our contribution to this study, Lehman Brothers Kiim Loeb Incorporated 
CXBKL") has prepared this Report, which analyses the anticipated financial 
requirements ol the distribution cooperatives and the power supply generation 
and transmission cooperatives CGfltT^, places these reqdrements in the context 
of the general money markets and the competitive demands for investment 
finds, and reaches conclusions es to the relative meritt o< different private 
financing alternatives wider varying market conditions and levels ol government 
support. The Report also analyzes CPCs role In financing Its member systems, 
recommends certain changes in CPCs structure, and desaibes a new method for 
the collective financing of the G%Ts with CPC support which we believe to have 
substantial merit. In carrying out this assignment, otr overriding goal has been 
to balance the twin objectives ol maximizing total capital availability and 
minimizing financing costt to the idtimate consumer. 

This Report has drawn on LBKL*S broad expertise as a major investment 
banking firm and more particularlv on our ieiowledge of the rural electric 
program gained from oxr dose association with the original Long Range Study 
Committee and with CPC since itt formation. 
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In Judging CPCs etpabUitics In the ytart to oomt« we deal with projectioiw 
and pre^Miticatfona. Sharing the human inability to taa into the doudy future, 
it has been naeetsary to form certain Judgrncnts about trandi and markets, as 
wall as kvals o< gpvammant support, Inttrast rate levels, demand for f ifidi and 
many other factors In order to A-aw some reasoned oondusions and develop a 
program for the futtre. We believe o\r hypotheses are reasonable, although they 
are certainly open to dsagreem«)t, and that Unne is lilcely In Iti wonted way to 
develop condtionB no one could have foreseen. 

Nevertheless, certain conduslons have been dl-awn from the study wMch 
can be summarised as follows. The Justification for these conclusions and an 
extended discussion of the reasoning which supports them, as well as statistical 
and tabulated Information, are contained in the following sections of the Report. 

1. The capital requirements of the rural electric propam will continue 
to be large, notwithstanding the dl-amatic reduction of the rate of 
9'owth in energy demand nationwide. Rural electric demand is 

V expected to p'ow, although at less than historic rates. The 
requirements for additional capital will be strong in all sectors of the 
propam, but particulariy for power taippiy systems. Based upon 
assumptions as to load p'owth and inflation rates utiliied In tMs 
Report, distribution cooperatives wiU require $12.5 bUlion of fmdbig 
to 1990, while the CatTs will require commitmcnu in excess of $%9 
billion. (Pkrtm) 

2. The support of the REA has been essential to the success of nral 
electrification and has been crucial in two respects (i) In lowering 
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the overall cost of capital, and (b) In assuring access to capital for 
both the distribution and power supply cooperatives who were 
otherwise unqualified for finding in the capital markets. The RE A 
guarantee-FFB finding prop-am has proven, in our Judg^nent, to be a 
unique and irreplaceable capital resoiroe for GfltT systems, and 
essential to the recent very dk-amatic expansion of the G&Ts. It is 
equally important, however, to stress that even the limited amomt of 
private GkT financing that has been obtained to date could not have 
been obtained without strong investor confidence that the REA would 
continue to play a dominant role in financing power supply systems, 
and that the administrative involvement ol the REA in rural electric 
systems could be fully relied upon by lenders in the private sector. 
FFB access has provided a significant interest and transaction cost 
advantage to the G4cTs in comparison to finding of the guarantee in 
the private capital markets. Of much p-eater importance has been 
the guarantee itself, which assures binding flexibility and availability 
of long- term financing regardless of market conditions. (Part IV) 

The supplemental financing provided by CFC, and to a lesser extent 
by the Banks for Cooperatives and other lenders, has been 
successfully integrated into the basic REA propam and has enlarged 
the supply of capital at some higher but still acceptable cost of 
money. (Part IV) 

CFC is capable of enlarging itt role in providing supplemental 
financing for distribution cooperatives to the extent necessary. (Part 
V-B) 
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5. Gkl tyitcmt hftvt the potential for aipandlng thtlr aooess to privite 
eipltalt but within the oontoxt d a etronf oontinuins REA guarantee 
program. The Committoe on Obfoctlvet and Planning prqfacts a total 
of $19.3 bUUon e< capital oommitnants for oonttruction pro-ams 
throuih MO. In wr Judgment* even the f uUaet poesibia ai^loltation 
o< avallaUa private financing altemativai would fall short o< moating 
these raquiramants. It is particularly important to stress that oven 
the perception o< substantially diminishing REA support woidd limit 
the full utiliation of avaiiabia private market altamativas-that is 
to say, that access to the private markat will be maximi»d If a 
strong ongping REA financial and adminlstrativa oommitmant is 
assured. Given this asstranost we believe that GfltT systems have 
several altamatives for expanding their aooess to private capital. 
(PartV-A) 

6. Individual GdcTs have the capability of entering the market 
independentiy if they meet the aedit standards o< invastors» 
particularly for interest coverage and capitalization ratios. There is 
an entrance price until the credit becomes familiart and there will 
always be periods ol market rejection of weaker aedits. The poorer 
GdcT aeditt and thoee with large start-up and expansion pro^'ams 
will have ^'eater dfficulty and may even face denial. Separate 
financing could set in motion intramtral competitive forces wMch 
could resiit in inaeased overall costt to consumers. (Part V) 
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7. CPC cut piay a vital rale In GkT flnindng while continuing Itt 
traditional role with itt distribuilon members. Our Report examines 
the relative meritt of collective action through a new financing 
veMde or through CPC dbectiy. CPC has effectively fulfilled not 
only itt original mi«lon of supplementing direct REA loins to 
distribution members, but also the added one of greatly expanding 
and diversifying the range of financing services it provides to itt 
dUtrtbution and CatT members aillce. We believe that CPC, with 
proper equity support, has a substantial ability to further expand Itt 
distribution lending and Itt guarantee prep'am over time. However, 
in augmenting CPCs partidpation In providing credit to GdcTs, it is 
important that it be done in a manner which economizes on the use of 
CPCs credit capacity, which has finite limitt. (Part V) 

8. Collective action holds the best promise for effective private capital 
market access. Of the financing options we analysed, we believe the 
9'eatest efficiency of access to the private capital markets can be 
obtained through a collective financing vehicle distinct from but 
sharing many similar concepts with CPC, and relying in varying 
depees on CFCs credit strength and acknowledged favorable market 
acceptance during itt development and operation. We believe that 
the pooling of individual GfltT 9edltt would provide a stronger debt 
rating for the securities of this vehide than most CatT systems could 
command independently, and would provide more effective leveraging 
of the equity capital resources of G&T members and their consumers 
than would independent access, thereby implying lower costs. This 
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could be accomplished by foming a new finandng entity such m the 
Power Supply Finendng Cooperative outlined in Part V-0 ot this 
Report. It should be possible for CFC to provide mMiage'ncnt 
services for this new financing entity so that no significant new 
administrative and operational staff requirements would be imposed. 
While it would take some time to implement such a prop'am, it would 
9'adually be able to attract significant fwidng. The concept of 
strength through unity has served the rural electrification prop'am 
well, and we believe the rationale that led to the fmiiding of CFC 
thirteen years ago still applies today. 

9. Other suggested financing options are less desirable, or less feasible, 

than those discussed above: 

Ca) Agency Status. While the designation of CFC, or a similar 
organization, as a federal agency would provide wideniable 
benefits in terms of favorable entry to the capital markeu at 
rates only slightly above the cost of present FFB ftfiding, 
establishment of such status nns counter to reducing 
government involvement. Creation of agency status would 
require legislation and, at least initially, direct government 
credit support. Market acceptance of a new agency without 
direct governmant aedit support would only be ^adual, thus 
limiting the amotfit ol fuiding obtainable and imposing higher 
required interest rates than for established agencies. Nor 
would agency status assure the quantity of long>term fifidbtg 
presently available through the REA guarantee-FFB finding 
prop-am. (PartV-C) 
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(b) Credit Ireurancc. Credit inturance is an unproven form of 
credit support in the taxabie market. We are unable to assess 
its cost, or the amount of a-edit that such a mechanism couid 
provide. However, this option, which is currently in a 
developmental stage, could prove to be a method of minimizing 
credit risks for investors and should be further explored. (Part 
V-C) 

(c) Banks for Cooperatives. Under existing policies, the Banks for 
Cooperatives have done very little co-financing with other 
financing entities. In addition, the Banks for Cooperatives have 
largely limited their financing of G&Ts to the funding of REA 
guarantees already in place. Even if the Banks for 
Cooperatives exhibited more active involvement in financing 
power supply systems without a federal guarantee, BC system 
lending restrictions and eligibility requirements limit the 
amounts of capital available from this source. (Parts IV-C and 
V-C) 

(d) Other Alternatives. Lease financing, tax-exempt financing, 
project financing, and a variety of different types of 
securities— such as commercial paper and bank a-edit— provide 
a variety of valid but limited alternatives. (Part IV) 

10. Any transfer of a major part of G&T financing requirements from the 
present government program to direct private market funding would 
place the cooperative sector in direct competition with the investor- 
owned utilities for a limited supply of long-term debt. As a result. 
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tf thtr som« dtbt demand ootid fo unfilled, or interest rates could be 
driven up (or both), to the detriment of all utility consumers. (Part 

11. Rtfardlets of the oxtcnt to which CFC expands its responsibility for 
CkT fifidbig, it should strengthen its equity base by a prop'am 
exten^ng the duration of the subscription CTCs and lowering the 
cost of the loan CTCs. (Part V-B) 

The present federal pro^'am, while not perfect, is a satisfactory one. Any 
reduction in Its si» and scope will Impose significant additional costs upon 
ultimate consumers while potentially restricting the flow of long-term capital to 
riral electric cooperatives. A sudden elimination of the federal proyam would 
have a dramatic adverse impact; a more p'adual, and limited, reduction can 
probably be absorbed over an extended period of time. 

Following is a ranking of the primary long-term financing alternatives for 
G&Ts. While we have provided brief commentaries, these ranldngi should be 
considered within the context of the entire report. The interest rates used were 
those in effect in November, 19S2 and It should be noted that the spread 
relationships among the various types of obligations will vary with the general 
level of interest rates. 



(The table attachment is held In the committee files.) 
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STATEMENT OF DONALD E. SMITH 
CHIEF ECONOMIST. NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 

Before the 

SUBCOMMITTEE ON CONSERVATION. CREDIT. AND RURAL DEVELOPMENT 

COMMITTEE ON AGRICULTURE 

UNITED STATES HOUSE OF REPRESENTATIVES 

October 5. 1983 

My name is Donald E. Smith. I have served as the economist for the National Rural 
Electric Cooperative Association since 1969. The subject of my statement is the federal 
assistance provided to all electric utility sectors, whether cooperatively, publicly, or 
investor-owned. It is a matter of importance which we feel deserves the attention and 
understanding of members of this important committee. 

You are all aware of the assistance to the rural electric systems through the provision of 
REA insured loans at favorable interest rates. This enables the rural electric 
cooperatives to distribute electricity to the most sparsely settled rural areas of the 
nation. In fact, the co-ops average 4.7 consumers per mile compared to 35.8 for 
investor-owned utilities (lOUs) and receive $3,370 per mile compared to $42,007 for 
lOUs. (See Table II.) 

The federal assistance to rural electric systems may be calculated as the difference 
between the REA lending rate (5%) and the government's borrowing cost (13% in FY 
1982) times the lending level ($850 million), or $68 million. Adding $15 million for REA 
staff and administrative expenses for the electric program raises the total **cost** to $83 
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million. Since the REA loan guarantees are funded by non-REA lenders on a market rate 
plus cost basis, they are without cost to the government.-^ 



Federal assistance to publicly-owned utilities arises indirectly through their authority to 
issue tax-exempt securities for all their financing requirements. The interest income on 
such securities is exempted from federal income taxation, thus enabling the 
governmental utilities to obtain capital at sut>stantially lower interest rates than taxable 
bonds. 

The resulting revenue loss to the Treasury or **tax expenditure** as calculated by the 0MB 

2/ 
amounts to an estimated $331 million.- This level of federal assistance to 

publicly-owned electric utilities is completely appropriate and justified, enabling the 

municipal utilities to provide essential electric service at affordable rates. 

The investor-owned utilities are the largest sector of the industry and are the recipients 
of the largest levels of federal assistance. As regulated utilities, their rates are set by 
commissions to be adequate to cover all costs, including the payment of federal income 
taxes. These federal taxes, once collected, are largely retained by the lOUs due to the 
availability of special tax benefits. In 1981, the lOUs retained $1.A billion attributable to 
the investment tax credit. The utilities retained an additional $2.2 billion (net) due to 
accelerated depreciaiton. Thus, their tax subsidy totaled $3.6 billion. 



1^ The REA loan guarantees are typically funded by the Federal Financing Bank (FFB) 
at the market interest rate plus .125% which exceeds the actual costs incurred by the 
FFB, plus an additional charge to cover REA administrative expenses. No defaults or 
other losses whatsoever have been experienced on REA loan guarantees. 

y The tax expenditure for publicly-owned electric utilities may be calculated by the 
annual amount of tax-exempt financing times the income of comparably-rated taxable 
securities times an average marginal tax rate times the life of the securities (discounted 
to a "present value**). See OMB*s Special Analysis of the U.S. Budget. 
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A recent study by the Congressional Budget Office (CBO), a research agency of the U.S. 
Congress, is entitled "Promoting Efficiency in the Electric Utility Sector." The report's 
chapter on Tax Subsidization states that **tax sut>sidies carry the same advantages as a 
cash subsidy." It reports that: 

A fundamental problem with tax subsidization of electric 
utilities has been the limited federal tax burden tK)me by 
them. In 1979 and 1980, for example, utilities paid only 
$743.5 million and $1.24 billion, respectively, in federal 
taxes, or about one-fourth of their book tax rates. In 
fact. 51 (or 25 percent) of 203 private electric utilities 
paid no federal taxes in 1 980.- 

According to tax specialist Donald Kiefer of the Congressional Research Service, the 
lOUs* expanded tax benefits under ERTA and TEFRA will enable them to retain the 
entire amount of their tax collections, thereby remitting no revenue to the Treasury 

whatsoever. Kiefer estimates that the lOUs* tax subsidies will increase by $723 million 

2/ 
in 1983. $925 million in 1984. and $1,157 million in 1985.- The outstanding tax 

benefits that have been provided to the lOUs totals $23 billion, according to the Dept. of 

Energy.- 



y Promoting Efficiency in the Electric Utility Sector . Congressional Budget Office. 
November 1982. p. 43. 

2/ Ibid, p. 44. 

y DOE, Statistics of Privately-Owned Electric Utilities, 1981. 
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One additional tax benefit provided to lOUs in 1981 by ERTA was dividend reinvestment, 
whereby stockholders may take up to $1,500 (per couple) in new stock annually in lieu of 
cash dividends and thereby pay no taxes. This benefit is providing the lOUs with common 
stock capital at an annual rate of $2.6 billion, representing about SO percent of their 
stock requirements.- The cost to the Treasury of this new benefit (provided to 
electric and gas utilities exclusively) has been estimated by the Treasury to be $416 
million during the current fiscal year. This tax expenditure of the dividend reinvestment 
benefit is in addition to that of the investment tax credit and accelerated depreciation, 
so that the total federal assistance to investor-owned utilities exceeds $4 billion annually. 

It is important to point out to members of the committee that this Administration has 
proposed and supported legislation greatly expanding the tax assistance provided to the 
investor-owned utilities. They have done so In response to the serious difficulties which 
have beset the utilities in recent years. The combination of rapidly escalating costs and 
rates, imposition of new environmental requirements, declining energy use due to price 
elasticity and conservation, and other significant factors have resulted in dire financial 
consequences on all electric utilities. The response of the Administration and the 
Congress in providing additional federal assistance to the investor-owned utilities is 
appropriate and deserving. 



y Energy Daily, (July 14. 1983); Electric Utility Week (March 7, 1983). 



Digitized by 



Google 



325 



We have great difficulty, however, in understanding the increased assistance to lOUs on 
the one hand, and the Administration's persistent efforts to reduce drastically the 
minimal assistance provided to the rural electric systems on the other. For example, for 
the current fiscal year the Administration proposed REA insured loan reductions 
amounting to $350 million or 41 percent. Nor has the Administration supported the 
proposed legislation (H.R. 3050) to preserve and enhance the RE&TRF and the REA 
lending program. Its recognition of the financial dilemma of the lOUs serving the densely 
settled urban areas and total disregard of the greater need of utilities serving the most 
sparsely settled three-fourths of the nation's land areas is particularly baffling. 

In conclusion. Mr. Chairman, we believe that it is of critical importance for the Congress 
and public to realize that the three electric utility sectors each receive and require 
federal assistance. 

This Administration recommended and the Congress approved legislation greatly 
expanding the federal assistance to the investor-owned utilities. The federal assistance 
to the investor-owned and publicly-owned utilities far exceeds that to the 
cooperatively-owned utilities (See Table I), despite the co-ops* relatively adverse 
operating and financial characteristics. (See Table II.) 

Passage of the proposed legislation will help redress this inequity in federal assistance by 
preserving a viable REA financing program to ensure the availability of reliable and 
affordable electric service throughout rural America. 
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TABLE I 
FEDERAL ASSISTANCE TO ELECTRIC UTILITIES 



Rural Electric Cooperatives 

Publicly-Owned Utilities 

Investor-Owned Utilities 

Investment Tax Credit 
Accelerated Depreciation 
Dividend Reinvestment 

TOTAL 



Federal Assistance 
1981 Per Consumer 

($Millions) 

83 $8.91 

331 $40.45 



1.415 

2.168 

130 



3.713 



$51.64 



Sources: REA Annual Statistical Report, Dept. of Energy Statistics of Publicly-Owned, 
Privately-Owned Electric Utilities 1981 Annual, U.S. Treasury. 
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TABLE II 



FINANCIAL & OPERATING COMPARISONS OF ELECTRIC UTILITIES 



Rural Electric Publicly-Owned Investor-Owned 





Cooperatives 


Utilities 


Utilities 


Consumers per Mile 
Revenue per Mile 


4.7 
$3,370 


77.5 
$68,128 


35.8 
$42,007 


Investment per Consumer 


$1,577 


$828 


$902 


Miles of Line (000) 


2,010 


NA 


169 


Equity total « 
G&T % 


19.3 
2.8 


23.4 


38.1 


Internally-generated 
financing, % of total 


12 


25 


55 


Rate of Return 


5.9* 


5.0 


13.7 


TIER (total) 


1.8 


1.8 


2.3 



Distribution Systems 

Sources: REA Annual Statistical Report, Dept. of Energy Statistics of 
Publicly-Owned, Privately-Owned Electric Utilities 1981 Annual, Electrical 
World Annual Statistical Report. 
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Statement 
of 
Gene L. Swackhamert 
President of the 

Farm Credit Banks of Baltimore 



Mr. Chairman, members of the Subcommittee on Conservation, Credit, and 
Rural DevelopMnt. 

I am Gene Swackhamer, President of the Farm Credit Banks of Baltimore, 
a lending institution serving farmers, ranchers, fishermen, rural home 
owners, and agricultural cooperatives in Maryland, Pennsylvania, Delaware, 
Virginia, West Virginia, and Puerto Rico. At the end of 1982, the Farm 
Credit Banks of Baltimore had loans outstanding to 62,675 farmers and co- 
operatives in the amount of $3.1 billion. 

Daniel Webster wrote, "When tillage begins, other arts follow. The 
farmers, therefore, are the founders of human civilisation." Those words 
are as true today as they were over a hundred years ago when Webster wrote 
them, but our farmers and ranchers of today and the organizations that 
serve them must exist in an increasingly more complex and fast changing 
world. Not only has agriculture and rural America been changing dramat- 
ically to keep pace with changing times, but also the organizations serving 
agriculture and rural America have been changing to better meet the needs 
of our "founders of human civilization." I am here today to talk to you 
about some of those changes, and some changes that need to be made. 

We now recognize that agriculture in this nation includes not only the 
farmers and ranchers who produce the basic agricultural inputs, but also 
the processors, transporters, marketers and farm suppliers as well. In 
1980 this group accounted for $533 billion, or a 20% share, of our Gross 
National Product; 23% of employment; and a 20% share of export earnings. 
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Agriculture and its related activities represent a aajor sector of the 
Anerican econoay. Its scopa is iapressive. We in the Farm Credit System 
and our friends in the rural utilities are cowiitted to serving this vital 
segment of our economy. We in Farm Credit recognize that farming and 
ranching are truly like no other business activities ^ and we view the Farm 
Credit System as having the wherewithal to support agriculture and its 
related services in a changing environment. 

The Federal Land Banks were established in 1916 to meet the demand for 
rural/farm mortgage money. In 1923^ the Federal Intermediate Credit Banks 
were established to provide short term (production) credit by discounting 
the notes of other lenders. Because of the FICBs* limited success in dis- 
counting, the production Credit Associations were created in 1933 to pro- 
vide the farmer/borrower direct access to the FICB. It was also in 1933 
that the Banks for Cooperatives were created. Bach of the three components 
of the Farm Credit System ««as established to meet a credit need for farm- 
ers, ranchers, and their service entities (cooperatives) that was not being 
met. The System in place today is the result of an evolutionary process, 
and has withstood the test of time. 

As a part of the nationwide Farm Credit System, consisting of 37 Banks 
and nearly 1,000 local lending associations, our 18,000 employees are proud 
of the fact that they are serving nearly half of all of the farmers in the 
U.S. and two-thirds of their farmer cooperatives. At the end of 1982, the 
System had loans outstanding totaling $80.4 billion to its numerous and 
varied rural and agricultural customers. 

The System gathers most of its funds for lending through the sale of 
securities of The Farm Credit Banks to the investing public. Sales of 
securities are handled by The Federal Farm Credit Banks Funding Corporation 
headquartered in New York City. In 1982, some 150 securities dealers as- 
sisted the Funding Corporation In placing our bonds. 
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I an particularly interested today in bringing to your attention the 
involvement and connitaent of the Banks for Cooperatives in rural electric 
lending. The rural electric program and the Banks for Cooperatives were 
both organised at about the sane time. Initially, the financial require* 
nents of the rural utilities were taken care of almost exclusively by the 
Rural Electrification Administration. The BC System first became involved 
in rural electric lending in a very minor way in the 19408, but it wasn't 
until after passage of the 1971 Farm Credit Act that the BC System began to 
gain experience and develop significant lending relationships with rural 
utility cooperatives. This occurred primarily because the Rural Electrifi- 
cation Administration (REA) began to require rural electric cooperatives to 
find part of their financing elsewhere, and because the BC System has a 
strong commitment to serving rural cooperatives. Additionally, with the 
lo%#er eligibility requirements, many BCs saw rural electric cooperative 
lending as a way to diversify their loan portfolios for risk management 
purposes. 

Today the rural utilities market is well served by two supplemental 
lenders: the Banks for Cooperatives and the National Rural Utilities Co- 
operative Finance Corporation (CFC) . From the beginning the BCs have tried 
to develop both the large borrower G&T market as well as the smaller dis- 
tribution cooperative market. CFC has concentrated its direct lending 
activity primarily to distribution cooperatives. 

The BCs have much to offer rural utilities — a large funding capac- 
ity, favorable interest rates, and service oriented cooperative philoso- 
phies. Many BCs have also made long term organisational connitnents to 
serve rural utilities. , 

In the more than ten years which have transpired since passage of the 
1971 Act, rural utility cooperatives have become an integral part of the 
BCs' agribusiness cooperative membership. They have been a part of the 
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System 's normal loan growth » causing no disruption In System funding. Also, 
the BC System's loan volume to rural utility cooperatives has significantly 
contributed to the stability, diversity, and quality of the BC System's 
overall loan portfolio. From the perspective of the rural utility coopera- 
tives, the System has been a dependable source of competitively priced 
supplemental loan funds. BC loans have, in some cases, resulted in lower 
Interest costs to utility cooperatives and, thus. Indirectly have favorably 
affected rates paid by the consumer patron. 

Today, nine of our twelve District Banks for Cooperatives have loans 
and/or commitments to nearly 200 rural utility cooperatives totaling in 
excess of $2 billion, fftille this represents only a small portion of the 
Farm Credit System's loan volume and only a small number of Its cooperative 
borrowers, I believe it is evident that our Banks are in rural utility 
lending to stay, and are making every effort to provide funds and services 
that will meet the needs of borrowers for the future. 

While the Banks for Cooperatives work with telephone, distribution, 
and generation and transmission cooperatives (6&Ts) , the lion's share of 
our rural utility loans are made to the GftTs. We recognize that po%#er 
usage has declined substantially in recent years and probably will not 
increase appreciably In the foreseeable future. The demand for generation 
and transmission facilities may maintain a level posture or Increase moder- 
ately, which will result in very few transactions relating to new construc- 
tion. Our Banks recognize this short term trend, but expect an upswing in 
demand for new facilities and credit during the last half of this decade. 

G&Ts are very capital intensive projects, so our involvement in this 
area has primarily been in the role of supplemental lender. Fdr instance, 
ve do front-end financing, bridge financing, and some projects themselves 
in participation or partnership with other sources of credit. 
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Several of th« factors that limit our rol« in rural utility landing 
includ«s 

1) ItM eligibility of the entity seeking creditf 

2) BC System lending linitsi and 

3) The creditworthiness of the cooperative seeking credit. 
The BCs are required by law to provide loan funds only to eligible 

cooperatives. Current law provides that for a cooperative to be eligible 
for a BC loan, the nunber of farner-Meabers must be at least 60%, or higher 
if so decided by any district board, we believe this requireaent effec- 
tively eliminates a substantial nunber of rural utilities froa BC 
borrowii^. 

A second factor affecting the extent to which BCs can becoae involved 
in rural utility lending is our BC System lending limits. The lending 
limit for any term loan to a single credit risk Is 25% of the BC System's 
net worth, or 50% if the loan carries a full faith government guarantee. 
Considering that the present net worth of the BC system is approximately 
$1.2 billion, our maximum line of credit to a single guaranteed borrower 
would be $600 million. This lending limit will not be a barrier to pro- 
viding loans to distribution cooperatives, but it does have a limiting 
effect on loans to G&Ts. 

A third factor affecting the BCs* ability to lend to rural utilities 
is the question of creditworthiness of potential borrowers. Many of our 
G&T systems are fairly young systems and have fairly low equities, about 1 
to 5% of equity against total assets. From our perspective, these low 
ratios indicate a continuing need for government guarantees, which most of 
our term loans carry. I'll have more to say about the loan guarantees in a 
minute . 
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The point !'■ ■aking, Mr. ChainMci, is that wt want you to know, and 
we want REA and the rural utilities to know, that within the linits just 
outlined, the Banks for Cooperatives are a very willing participant in the 
financing of rural utilities, we will continue to work with our rural 
utility systems. They are important to us, not only froa a lending stand- 
point, but also froB the standpoint of helping us to iaprove the quality of 
life for our farmers and ranchers. 

I would now like to oosaint on the specific need for H.R. 3050. 

Nhen the REA pcograa was created nearly 50 years ago, rural electric 
cooperatives were established to operate in areas where other utilities 
either could not or would not serve. In many instances, such is still the 
case today. In large measure, rural utility cooperatives serve thinly 
populated territories. These rural utility systems financed by RBA operate 
approximately 50% of all distribution lines in the Onited States, but serve 
only 10% of the nation's consumers. Itie average rural utility coopera- 
tive's investment per consumer is 162% of the average power company's 
investment. These factors and others, combined with higher utility con- 
struction and operating costs, have contributed to the difficult financial 
and economic conditions in which electric cooperatives now operate. 

H.R. 3050 is designed to preserve and maintain the REA loan and loan 
guarantee program so vital to the continued financing of rural utility co- 
operatives. We in the Bank for Cooperatives System are supportive of the 
provisions of H.R. 3050. As I indicated earlier in my testimony, both the 
Farm Credit System and our rural utility cooperatives are being forced to 
do business in an increasingly complex and quickly changing environment. 
The amendments to the RBA Act contained in H.R. 3050 provide the means for 
the BC System to continue to develop in its role as a provider of supple- 
mental credit to rural utility cooperatives. Additionally, this legisla- 
tion preserves the mutually beneficial relationship that has developed over 
the years between the Rural Electrification Administration, the rural 
utility cooperatives, and the BC System. 
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By th« mnA of 1982r Systea loans outstanding to rural utilities 
aaounted to $1,316 billion. This loan voluM has bean consistent in its 
growth r and the RBA guarantee program has provided the Systea its primary 
entree into RBC financing. The lending programs developed by the BC System 
were developed to complement the dominant lending roles provided by REA and 
the Federal Financing Bank. There are some who would argue r and I believe 
rightfully so, that if it were not for the continued involvement of the 
Rural Electrification Administration in the rural utilities lending pro- 
gram, the Banks for Cooperatives* lending for rural utilities would be 
greatly diminished. I am pleased r therefore r to note that H.R. 3050 both 
recognizes and preserves the role of RBA in rural utilities cooperatives 
financing. 

While we in the BC System are generally supportive of the provisions 
of H.R. 3050, we would like to take special note of that provision relating 
to lien subordination and accommodation. We are pleased that H.R. 3050 
clarifies the authority for REA to subordinate its first lien on the 
property and revenue of its borrowers. For years, REA was the exclusive 
lender to rural utility cooperatives, and its standard mortgage contracts 
naturally included a first or priority lien on the assets of its borrowers. 
However, as newer supplemental sources of financing were being developed, a 
perhaps inevitable conflict has developed between the government's desire 
to reduce rural electric borrowers* reliance on REA and its continued re- 
luctance to diminish its security interests in the assets of its borrowers. 
We believe that the clarification of the authority for REA to either sub- 
ordinate or accommodate the security interest of supplemental lenders as 
ourselves would more than likely encourage an increased flow of investment 
capital. 

Mr. Chairman, I am pleased to have had this opportunity to appear 
before you this morning, and to provide you with information on the role of 
the Banks for Cooperatives in rural utilities lending, and how we in the BC 
System believe that role will be both preserved and enhanced by the passage 
of H.R. 3050. I will be pleased to answer any questions that either you or 
other members of the Subconmittee may have at this time. 
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The problem now faced by the REA Revolving Fund Is that money they 
borrow costs too much. Borrowing at market rates while making loans 
to rural electric cooperatives at 5-6 percent Interest rates, is draining 
the Fund. The Fund Is designed to make new loans with loan repayments. 
Interest expense for the Fund will soon begin to exceed the Interest 
Income from loan repayments late In this decade. This would force 
the R£A to dip Into the Rural Electrification Revolving Fund principal 
to meet loan obligations. 

National Rural Electric Cooperative Association has presented 
Congress with a well-developed, responsible proposal to effectively 
deal with the potential problem of the Fund's Insolvency. NRECA 
recommends that Insured loan Interest rates be Increased about 2 
percent with adjustments as needed. Once approved, periodic adjust- 
ments would only affect new loans at that time. The principal payment 
now obligated to Treasury In 1993 should Instead be paid Into the 
Revolving Fund. 

By having the principal repayed to the Fund, Congress would not 
need to appropriate money directly for the Fund as hew high-Interest 
borrowing would not be necessary. This would cause no change In the 
U.S. Budget as these funds have been appropriated and expended. 
These various changes would ensure continued solvency of the Revolving 
Fund. 

The Cooperative League joins all current congressional supporters, and 
the National Telephone Cooperative Association in supporting National 
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Electricity brought many changes to rural Anerica with one of 
the larger impacts seen in the explosive growth of agricultural 
production. Today, American consumers along with most of the world 
rely on this generous supply of food produced by our farmers served 
by rural electric cooperatives. 

Approximately 50 years later, the Rural Electrification Ad- 
ministration now makes loans to over 1000 non-profit consumer-owned 
rural electric systems serving 25 million people in A6 states. 
Averaging A. 6 consumers per line mile compared to 35.8 users per 
conmercial line, rural electric cooperatives are facing rapidly es- 
calating costs that are reflected in higher consumer electric rates. 

The Revolving Fund is the source of insured loans supplying most 
of the capital need by rural electric distributions systems. As load 
predictions are increasingly difficult to forecast, rural electrics 
have started to build their own generating systems as wholesale power 
distributors have not been able to satisfy supply demands. The costs 
of building these plants are extremely high especially when the cost 
must be borne by thinly populated areas. 

REA was first established in order to help the new and struggling 
rural electric cooperatives bring electricity to their rural member- 
owners. Now the REA Revolving Fund needs assistance in order to 
continue helping rural electric and telephone cooperatives who are 
still beset by high costs and are still determined to serve low-density 
areas regardless of the costs. 
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The problem now faced by the REA Revolving Fund Is that money they 
borrow costs too nuch. Borrowing at market rates while making loans 
to rural electric cooperatives at 5-6 percent Interest rates. Is draining 
the Fund. The Fund Is designed to make new loans with loan repayments. 
Interest expense for the Fund will soon begin to exceed the Interest 
Income from loan repayments late In this decade. This would force 
the R£A to dip Into the Rural Electrification Revolving Fund principal 
to meet loan obligations. 

National Rural Electric Cooperative Association has presented 
Congress with a well-developed, responsible proposal to effectively 
deal with the potential problem of the Fund's Insolvency. NRECA 
recommends that Insured loan Interest rates be Increased about 2 
percent with adjustments as needed. Once approved, periodic adjust- 
ments would only affect new loans at that time. The principal payment 
now obligated to Treasury In 1993 should Instead be paid Into the 
Revolving Fund. 

By having the principal repay ed to the Fund, Congress would not 
need to appropriate money directly for the Fund as hew high-Interest 
borrowing would not be necessary. This would cause no change In the 
U.S. Budget as these funds have been appropriated and expended. 
These various changes would ensure continued solvency of the Revolving 
Fund. 

The Cooperative League joins all current congressional supporters, and 
I the National Telephone Cooperative Association In supporting National 
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Rural Electric Cooperative Association's proposed legislation to help 
Rural Electrification Administration Revolving Fund regain Its self- 
sufficient status without cost to the U.S. Treasury. REA Is still needed 
to assist cooperatives which maintain 50 percent of our nation's electric 
lines but account for less than 10 percent of total electricity sales. 
To retain equal status as benefactors of electricity at reasonable 
rates, rural America requires preservation of an adequate lending 
program as Is found under the REA Revolving Fund. 
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Consrtss of the %lnftal States 

iMK iT lUpICKntlKI 
> B.C. 215)5 



October 5, 1983 



Honorable Ed Jcxies, Oiaiman 
House Agriculture Subccmnittee 

on Conservation, Credit and 

Rural Development 
1301 Longworth House Office Building 
Washington, D. C. 

Dear Mr. Chaixnan: 

Because your Subccnmittee is now holding hearings on H.R. 3050, 
the Rural Electrification and Telephone Self- Sufficiency Act, I hope 
you will be able to include a copy of ny statement in further support 
of this bill in the hearing record. 

I know m/ constituents vdio dq>end on reliable rural telephone 
service appreciate very much your work on this inportant issue. Ihank 
you for your leadership in this vital area of rural development. 

Sincerely, 




Frank 
BVcda 



rank McCloskey, MC ^T 



Digitized by 



Google 



341 



Cangressman Frank McCloskey/AgricultuTx; Subcomnittee of Conservation, Credit and Rural 
Development hearings on H.R. 3050 (LliQB 1302) 

Mr. Chairman, I appreciate the chance to say a few words tod^ in support of H.R. 3050, 

The Rural Electrificaticai and Telephone Self-Sufficiency Act will make necessary changes 

/of user- owned cooperatives / 
in the present program/which has provided miversal teleidicne service to rural areas. 

The fact is that throu£^ enactment of H.R. 3050 we are suqpporting a us^r owned utility 

which works. Since the 1930 's nearly 1,000 of these small econoaic "democracies" have 

been constructed soundly and operated prudently providing serve to 25 million rural 

Americans in 46 states. Given the prevailing high interest rates, it has now beccne 

essential for the Rural Electrificaticm Administration to set loan rates for a return 

which will insure the solvency of the rural electric telephone revolving fund. Hie 

fact that not one user- owned rural telephone cooperative has defaulted on six:h financing 

underscores the logic of the changes in the program which H.R. 3050 seeks to accomplish. 

Over 160 of our colleagues have cosponsored this legislation. I hope the Conndttee 

can move with all deliberate speed and assure the Qiairman of my own continued support 

for this legislation. 
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Testimony Subnlttsd by Congrattnan Janet F. HcNulty, Jr. 
Subcoonlttee on Conservation, Credit and Rural Developnent 
House Coonlttee on Agriculture 
October 5, 1983 

Hr. Chairman and members of the conmlttee, I appreciate your 
willingness to allow me to submit this testimony. I am a relative newcomer 
to the Congress, having been elected last year as representative of a new 
and largely rural district In southeastern Arizona. 

Hy knowledge of rural electrification Is derived from 32 years of 
service as general counsel to the Sulphur Springs Valley Electric 
Cooperative, which was founded by my Blsbee, Arizona, law partner some 46 
years ago, and as general counsel to the Arizona Electric Power 
Cooperative, for which I was original Incorporator 24 years ago. Both 
cooperatives serve electrical customers from the small towns, cattle 
ranches and diverse farms of rural southeastern Arizona. 

When the Rural Electrification Act was first Implemented In 1936, it 
had as its goal the extension of electrical service to all rural areas of 
the nation. The establishment In 1973 of the Rural Electrification and 
Telephone Revolving Fund was a reaffirmation of that goal by the Congress. 
Through the years, electric and telephone services have been extended to 
most regions of the United States, and the performance of the Revolving 
Fund over the past 10 years has brought services to more and more areas. 
Today, we are at a point where our final goal — nationwide service — is 
in sight. 

But today the Rural Electrification and Telephone Revolving Fund is in 
trouble. The fund lends money at low interest rates to cooperatives and 
other institutions, which install electric and telephone services to the 
rural comnunities. These rates rate are fixed by law, and have remained 
low -- always below 5 percent -- throughout the past few years, as market 
Interest rates rose to unprecedented heights. The rate presently stands at 
5 percent. When the Fund is unable to balance its Income with its outlays 
it can, as authorized by its charter, borrow from the U.S. Treasury to siake 
up the difference. That borrowing takes the form of sales of Certificates 
of Beneficial Otmership 



Digitized by 



Google 



343 



REA testimony 2-2-2 

(CBOs) to the Federal Financing Bank. The CBOs reflect market rates of 
interest, which have ranged from 10 to 15 percent in recent years. The 
difference between the CBO rates and the rates the Fund can charge its 
customers is the amount that must be met by the resources of the Fund. To 
date, they have been adequate. But they cannot much longer endure interest 
rate discrepancies of as much as 10 points, and the Fund faces eventual 
collapse under the current system. 

The most important provision of the bill before this committee today 
would provide for the long-term solvency of the Revolving Fund, by offering 
a fatrlj simple solution to correct the discrepancy between lending and 
borravlng rates. It would allow the Administrator of the Rural 
Electrification Administration to set the Interest rate on new loans at a 

evel nece^eary to cover the interest expense on new CBOs. It will give 
the Fund a fair chance to correct its impending deficit. 

This bill is particularly commendable because it allows the Fund the 
opportunity to seek a voluntary solution to its own financial problem. 
There are no Federal handouts involved here, simply an initiative to allow 
the Fund to achieve self-sufficiency on its own. We should regard that 
with favor. 

The establishment of electric and telephone cooperatives has resulted 
in the extension of electric and phone services to most parts of this 
nation. We all would like to see the day when every person in this land 
can have quality, affordable electrical and phone service. We are almost 
there. This legislation will ensure that we do not fall back on our 
commitment to that Important goal, and that we continue to strive toward 
that goal without burdening the Federal budget with additional 
subsidies. 

# # # 
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Hon. G. V. (Sonny) Montgomery 

Subcommittee on Conservation, Credit and Rural Development 

Statement on H.R. 3050 

October 6, 1983 



Mr. Chairman, I want to commend this Subcommittee for 
holding these hearings and to thank you for the opportunity 
to submit my statement In support of H.R. 3050, the Rural 
Electrification and Telephone Revolving Fund Self Sufficiency 
Act of 1983. 

I cim a co-sponsor of this legislation. I signed onto 
the bill not because of pressure from back home. Rather I 
joined because I believe that a sound, long-term Rural 
Electric Administration financing program Is essential to 
the continuing efforts to provide reasonable, reliable and 
efficient service to rural communities. This legislation 
would protect the solvency of the REA revolving fund. 

When this fund was set up In 1973, projections were 
made to ensure that the Income would keep pace with expenses 
In the fund. But the Arab oil embargo of 1973 and the effects 
It had on our economy have created problems for the revolving 
fund. Inflation, coupled with high interest rates have 
created an imbalance, and if action is not taken quickly, 
interest expense will exceed interest income by 1986 or 
1987. 

Passage of this bill will allow the interest rate to 
rise above the current 5% on insured loans. Eight billion 
dollars worth of assets now in the fund would be converted 
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Rep. G. V. (Sonny) Montgomery 
Page Two 



to permanent capital, rather than allowing the transfer of 
these funds to the Treasury in 1993. Additionally, the bill 
maintains the current 70-30% ratio of insured loans to 
outside capital. 

I see this legislation as essential. The only alternatives 
I see to the provisions of H.R. 3050 are massive federal 
appropriations, which I think most of us would find highly 
unacceptable, or open money market borrowing. Neither of 
these would be as desirable as the provisions of the bill 
before you today. 

Since the Rural Electric Administration was created in 
1936, it has done a tremendous job of helping bring electric 
and telephone service to rural America. This is especially 
important to a rural state like my own. 

Based on the first hand observations I have made with 
REA, I can testify that the Administration must be allowed 
to continue providing these services, which have improved 
the quality of life for millions of people over the past 47 
years. That is why I am supportive of this legislation and 
request that this Subcommittee act favorably to preserve the 
integrity of the rural electrification programs. 

Thank you. 
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r - "^ALABAMA i-Ai(M GUREAU F.DHRATiOH" 

1. / f^- ■■« jj P O. Box 1 1 OOO/Montgomery. Alabama 3B 1 gB/(205) 288-3900 

til '.JQWIN U MYFMCX. f-r«!3Clen« OctobeP 19, 1983 



The Honorable Bill Nichols 
U. S. House of Representatives 
2407 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Conurc-sman Nichols: 

The widespread delivery of electric power to remote and rural areas of 
this nation has changed the lives of millions of Americans. The fact that 
it has been accomplished by user-owned cooperatives makes the 
accomplishment all the more significant. Cons u action of the lines to 
connect rural cooperative members to the power distribution system has in 
the past been financed by loans from a revolving fund in the Federal Rural 
Electrification Administration (REA). The fund is authorized to t)orrow 
from the U.S. Treasury at the going rates of interest. Agency assets and 
the pledge to repay previous loans have provided security for Treasury 
Loans to the revolving fund. Interest rates on loans from the revolving 
fund are set by law at 5% with a 2% rate permitted in hardship cases. In 
recent years inflation in interest rates has exceeded the repayment rates. 
This has created a condition where repayment dollars have not kept pace 
with payment requirements, and prompted rural electric cooperatives to 
conduct a study of the situation and to seek workable solutions. 

It was concluded that several adjustments would have to t>e made to 
maintain the integrity of the system. Legislation has now been introduced 
which will address the problem and which should enable the rural electric 
cooperatives to continue to expand the system as needed. 

Changes in the system would allow the administrator of REA to adjust 
interest on revolving fund loans. It would also provide for the Treasury 
obligations which now comprise the assets of the fund to be transferred to 
the revolving fund as permanent capital. Loans from the /und would 
continue to be fully repayable with interest and future loans would be 
made from the assets of the revolving fund. The legislation would also 
authorize future refinancing of the revolving fund borrowings from the 
Treasury. 

This legislation is contained in two companion bills, S.1300 and H.R.3050. 
The legislation is supported by the Alabama Farm Bureau Federation and we 
respectfully request that you support them. 

Sincerely, 



Goodwin Myrick 
President 
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